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Preface 


Governmental and nonprofit entities account for approximately one 
third of the gross national product of the United States of America. The 
involvement, financial and otherwise, of governmental and nonprofit en- 
tities in the lives of the citizens has increased markedly over the 18 years 
this textbook has been in existence. Concern for the efficient and effective 
operation of these entities is so widespread that the emphasis in many 
courses in governmental accounting has changed to a development of the 
role of accounting in good financial management, rather than a simple ex- 
position of the techniques of fund accounting. In this fourth edition of 
Governmental Accounting the text material and problems have been re- 
vised to facilitate the changed emphasis desired by many teachers; cover- 
age of technical accounting material has been retained at a level adequate 
to meet the needs of those interested in a thorough understanding of dif- 
ferences between accounting for profit-seeking entities and accounting 
for governmental and nonprofit entities. 

Also occasioning revision of Governmental Accounting at this time was 
the issuance of Governmental Accounting , Auditing , and Financial Re- 
porting in the spring of 1968 by the National Committee on Governmen- 
tal Accounting. The recommendations presented in the 1968 publication 
differ in a number of significant respects from the recommendations of 
the National Committee on Governmental Accounting which were in 
effect from 1951 to 1968 and which were presented in the first three edi- 
tions of this text. Inasmuch as a number of municipalities may be expected 
to follow the prior recommendations for several years, both the current 
and prior recommendations are discussed in this edition of Governmental 
Accounting. Teachers and others concerned with the detail of the NCGA 
pronouncements should secure a copy of Governmental Accounting , 
Auditing, and Financial Reporting from the Municipal Finance Officers 
Association, 1313 East 60th Street, Chicago, Illinois 60637. 

The authors wish to express their appreciation to the many persons 
in the employ of the federal government who assisted them in developing 
the chapter added to this edition of the text to present a basic treatment 
of the nature of federal government accounting. The authors have also 
added to this edition a chapter on accounting for public school systems, 
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in recognition of the great and growing importance of this kind of gov- 
ernmental unit. 

The authors arc greatly indebted to the Municipal Finance Officers 
Association of the United States and Canada for permission to draw on 
materials issued under its own name and that of the National Commit- 
tee on Governmental Accounting. Another valuable source of help has 
been provided by the American Institute of Certified Public Account- 
ants which has allowed use of questions and problems from the certified 
public accountant examinations given semiannually in all states, the Dis- 
trict of Columbia, Puerto Rico, and the Virgin Islands. The Indiana State 
Board of Accounts generously permitted use of problems given on its 
examinations for appointment as field examiner, as did the Hospital Fi- 
nancial Management Association for problems from its fellowship exami- 
nations. Chapter 20 on accounting for hospitals draws extensively upon 
the excellent manual published by the American Hospital Association. 
Many valuable illustrations and suggestions for problems were obtained 
from published financial reports supplied by officials of the governmental 
units represented. 

Last but not least among the groups to whom we arc indebted are 
numerous colleagues in the teaching profession who have used the book 
in their classrooms and who have been the source of many constructive 
suggestions for improvement of its contents. The authors invite continua- 
tion of this helpful exchange of ideas. 


Bloomington, Indiana 
December, 196S 


R. M. Mieeselr 
Leon E. Hay 
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Chapter 1 

Accounting for Governmental and 
Nonprofit Entities 


Almost every citizen has a valid interest in the efficient operation of 
governmental units, not only because as a taxpayer he supports them, but 
also because of the very considerable involvement of governmental units 
at all levels in the lives of the citizens. Within the 50 states of the United 
States of America there are almost 82,000 subordinate units (cities, 
towns, counties, townships, school districts, irrigation districts, drainage 
districts, fire protection districts, etc.), all referred to as municipalities. 
Municipalities and states are currently spending at a rate of approximately 
5100 billion dollars a year; the budget of the federal government for fiscal 
year 1969 was an additional $186 billion a year, in round numbers. 

The magnitude of the citizen’s involvement in nonprofit entities is 
more difficult to ascertain than his involvement in governmental units. 
Recent estimates, however, indicate that nonprofit hospitals spend around 
$10 billion a year; colleges and universities, £9 billion; tax-exempt founda- 
tions, $1 billion; and charitable and health organizations, $2 billion. 

Thus, in total, the governmental sector and the nonprofit entities 
account for approximately one third of the gross national product. The 
term “account for” is used in a nontechnical sense; although the account- 
ing and reporting of a number of governmental units, and many nonprofit 
entities, is excellent indeed, much improvement remains to be made. It is 
the purpose of this text to present the views of authoritative professional 
organizations as to desirable standards to be attained by governmental and 
nonprofit entities in their accounting and reporting. 

Contributions of professional organizations 

Among the more important professional organizations concerned with 
the advancement and improvement of governmental accounting, budget- 
ing, and reporting is the Municipal Finance Officers Association of the 
United States and Canada. The association membership includes represent- 
atives from municipalities in both countries and from state and provincial 
units and agencies. The MFOA, as it is called, publishes a semimonthly 
Municipal Finance News Letter; a quarterly magazine, Municipal Fi- 
nance; occasional Special Bulletins on topics of current particular interest 
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2 Governmental accounting 

to financial managers; and research reports and boohs on technical sub- 
jects. 

The National Committee on Governmental Accounting, sponsored by 
the Municipal Finance Officers Association, is comprised of representa- 
tives from almost all of the professional accounting and public admin- 
istration organizations in the United States and Canada. The National 
Committee reviews the work of consultants periodically engaged by the 
Municipal Finance Officers Association to write manuals setting forth 
desirable accounting and reporting practices for governmental units. The 
chapters of this text which arc concerned primarily with municipalities, 
Chapters 3 through 14, arc based largclv on the National Committee on 
Governmental Accounting’s publication, Governmental Accounting , Au- 
diting, and Financial Reporting, issued in 1968. 

The United States Office of Education has published four volumes 
concerned with accounting and reporting for public school systems. The 
discussion of public school accounting in Chapter 18 is based on the 
USOE volumes and other references listed on page 549. 

The Federal Government Accountants Association, whose members 
arc individuals employed by many of the civilian and defense agencies of 
the executive branch and of the legislative branch of the United States 
government, but who are not official representatives of those agencies, 
publishes a quarterly magazine, The Federal Accountant. Articles in that 
magazine, and meetings of the association, assist in the development of 
federal accounting. The official responsibility for the establishment of 
principles, standards, and related requirements for federal agencies rests 
with the Comptroller General of the United States, the Secretary of the 
Treasury, and the Director of the Bureau of the Budget. Chapter 19 is 
based on the official pronouncements of these three officials and their 
respective departments. 

The American Hospital Association’s manuals set forth accounting and 
reporting practices which arc widely accepted as authoritative in the 
hospital field, and are, therefore, explained in Chapter 20 of this text. 

Other organizations, such as the American Accounting Association, the 
American Institute of Certified Public Accountants, and the Financial 
Executives Institute serve an important function in the development and 
improvement of accounting and reporting of governmental and nonprofit 
entities through committees of persons interested in the practical and 
theoretical aspects of financial management outside the profit-seeking 
sector. These organizations publish periodicals and occasionally devote 
portions of their meeting programs to accounting and reporting problems 
of governmental and nonprofit entities. 

The uses and limitations of accounting 

The accounting system of any entity must provide records and reports 
to meet three distinct groups of needs: 



1 — Accounting for governmental and nonprofit entities 3 


1. Legal. All organizations are subject to many statutory, administrative, 
and common-law requirements which cumulatively place considerable con- 
straint upon the nature and content of records, and the nature, frequency, 
and content of reports. 

2. Stewardship. Many groups and individuals external to the day-to- 
day operations of the organization have a valid need for information suffi- 
cient to evaluate the performance of the management group. 

3. Managerial. The managers of an organization need information at a 
time and in a form which will enable them to perform their functions effi- 
ciently and effectively. 

Traditionally, governmental accounting texts stress the peculiarities 
imposed upon governmental accounting by legal requirements. Inasmuch 
as it is assumed that the reader is familiar with accounting for profit- 
seeking enterprises, 1 this text, also, is focused upon the differences pro- 
duced in governmental accounting by legal constraints rather than upon 
the many similarities with profit-seeking accounting. Nevertheless, readers 
should keep in mind that governmental accounting systems, and account- 
ing systems for nonprofit-seeking entities in general, must fulfill the 
information needs of the management group and the information needs of 
those outside the management group who have a valid interest in the 
activities of the organization, illustrations as to the manner in which 
governmental accounting can meet stewardship and managerial needs, as 
well as legal needs, are given in the appropriate context. Chapters 2, 19, 
and 21 are particularly focused upon financial management; Chapter 22 is 
concerned with stewardship reporting. 

The principal effects of law upon governmental accounting 

The pattern of governmental organization established by the Constitu- 
tion of the United States — the division of functions and powers among the 
legislative, judicial, and executive branches — is commonly found at all 
levels of government within the United States. The legislative branch 
authorizes the sources of revenue to be collected by the executive branch, 
and authorizes the expenditure of those collections by the executive 
branch for specified purposes. The separation of the financial management 
function between the legislative and executive branches has led to turn 
developments which are characteristic of governmental accounting and 
which differ markedly from developments in accounting for profit-seeking 
entities: (1) the grouping of accounts by funds, and (2) the formal 
recording of budgetary accounts as well as proprietary accounts. 

Funds in governmental accounting 

The word fund has a special, technical, meaning in governmental 
accounting: A fund is defined as an independent fiscal and accounting 
entity with a self-balancing set of accounts recording cash and/or other 

1 Readers who do not have a background in basic accounting should refer to any 
textbook in Introductory Accounting for an explanation of fundamentals. 
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resources together with all related liabilities, obligations, reserves, and 
equities which are segregated for the purpose of carrying on specific 
activities or attaining certain objectives in accordance with special regula- 
tions , restrictions, or limitations? 

The dual meaning of “fund” should be noted. In one usage, it means 
“resources.” In another usage, it is an accounting entity. As a control 
factor, the entity aspect of a fund is of paramount importance. This is true 
because the legal authority creating the fund docs so to accomplish a 
special purpose; this purpose imposes vital limitations on what can be done 
with fund resources and determines requirements that must be met by 
fund accounting procedures. The importance of the fund in governmental 
finance explains the frequent use of the expression “fund accounting” to 
characterize accounting for government. 

1 he National Committee on Governmental Accounting suggests eight 
different types of funds, each of which is associated with some major 
service or group of services performed by governmental units or depart- 
ments. These eight types arc as follows: 

]. General fund. In this category arc funds established to account for 
resources devoted to financing the general services which the governmental 
unit performs for its citizens. These include general administration, protec- 
tion of life and property, sanitation, and similar broad services. The general 
fund is sometimes described as the one used to account for all financial 
transactions not properly accounted for in another fund. Some activities, 
such as govcrnincntally supported libraries, arc of sufficient importance and 
magnitude to have a special fund; when this is not true they become a 
function and responsibilirv of the general fund. Accounting and reporting 
for general funds is discussed in Chapters 3, 4, and 5 of this text. 

2. Special revenue , or special, funds. Funds of this class arc created 
and operated to account for revenue designated by law for a particular 
purpose. For the specific purpose or function to which it is devoted, a 
special revenue fund is much in the nature of a general fund. Some of the 
governmental services for which special funds arc frequently established 
arc education, libraries, highways, welfare, etc. Accounting and reporting 
for special funds follows the principles and practices set forth in Chapters 3, 
4, and 5. 

3. Capital projects funds. The receipt and disbursement of all moneys 
used for the acquisition of capital facilities other than those financed by 
special assessment and enterprise funds is accounted for by capital projects 
funds. Capital projects funds are discussed in Chapter 6. 

4. Debt service funds. A debt service fund is created to account for the 
resources devoted to the payment of interest and principal on long-term 
general obligation debt other than that payable from special assessments 
and that serviced by governmental enterprises. Chapter 7 is devoted to debt 
service funds. 

-Appendix 1 of this text is a glossary of municipal accounting terminology. 
Definitions of terms of particular importance are given in the text at the time the 
term is first used. The definition of fund quoted here is taken from Governmental 
Accounting, Auditing, and Financial Reporting, pp. 6-7. 
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5. Trust and agency funds. Trust funds and agency funds are used to 
account for transactions related to assets held by a governmental unit as a 
trustee or agent. In most cases the governmental unit does not have absolute 
title to the assets held; and in the remainder, they are owned with specific 
restrictions upon their use. Trust and agency funds are discussed in Chap- 
ter 8. 

6. Intragovemmental service funds. Intragovemmental service funds are 
established by governmental units as a means of providing services to other 
funds or departments of the same unit in a manner that is more efficient or 
economical, or both, than is possible in any other way. Funds of this nature 
are discussed in Chapter 9. 

7. Special assessment funds. Special assessment funds are designed to ac- 
count for the construction, or purchase through contract, of public im- 
provements — streets, sidewalks, and sewer systems, for example — which are 
financed by special levies against property owners adjudged to receive 
benefits from the improvements materially in excess of benefits received by 
the general body of taxpayers, and for the maintenance and upkeep of such 
assets. Chapter 10 presents the fundamentals of special assessment fund ac- 
counting. 

8. Enterprise funds. Intragovemmental sendee funds are established to 
provide sendees within a given governmental unit, but enterprise funds are 
operated to provide electric, water, gas, or other services to the general 
public. Except for ownership, they bear a close resemblance to privately 
owned utility or other sendee enterprises. Chapters 11 and 12 present ac- 
counting and reporting standards for enterprise funds. 

In addition to the eight generally recognized types of funds, govern- 
mental units may employ self-balancing groups of accounts which for 
accounting purposes are similar to funds, but which lack other essential 
qualifications of funds. These groups are commonly called the “general 
fixed assets group” and the “general long-term debt group.” The term 
“fund” cannot properly be substituted for the word “group” in the two 
expressions because the accounting entities do not represent resources to 
be used for specified purposes of the government. General fixed assets are 
those not used exclusively by any one fund, and general long-term debt is 
that long-term debt which is not presently a liability of any given fund. 
Chapter 13 is concerned with general fixed asset accounting; accounting 
for general long-term debt is discussed in Chapter 14. Interrelationships 
among the various funds and account groups are explained in Chapter 16. 

Although funds are employed extensively and effectively to promote 
the use of governmental resources for their intended purposes, the prac- 
tice can be carried to extremes. In the opinion of many, accounting and 
reporting are facilitated through use of the minimum number of funds 
consistent with legal and operating requirements. 

Prior recommendations of the NCGA 

The eight funds and two account groups described in the preceding 
section are those recommended by the National Committee on Govern- 
mental Accounting in Governmental Accounting, Auditing, and Financial 
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Reporting , published in the spring of 1968. The 1968 publication differs to 
some extent in terminology and other respects from the recommendations 
of the NCGA which stood from 1951 until 1968. Inasmuch as accounting 
reports and records of many municipalities will continue to reflect the 
earlier recommendations for an appreciable time, the discussion in this text 
of each fund and account group includes not only current NCGA recom- 
mendations, but also mention of prior recommendations likely to be 
encountered in the transitional period. 

Budgetary accounts 

Governmental budgeting as a device for the improvement of financial 
management, as well as a means of facilitating control over actions of the 
executive branch by the legislative branch, is discussed in some detail in 
the following chapter. It is the latter aspect, however, which has given rise 
to one of the distinguishing features of governmental accounting: the 
integration of budgetary accounts with the proprictarv accounts. Proprie- 
tary accounts, in the governmental sense, include accounts similar to the 
real and the nominal groups found in accounting for profit-seeking enti- 
ties — that is, asset, liability, net worth, revenue, and expense. Budgetary 
accounts, limited in number, record the appropriations or authorizations 
of expenditures ordained by the legislative body, and the estimate of 
revenues to be realized from various sources. Proprietary and budgetary 
accounts arc ordinarily kept in the same ledger, except for enterprises, 
which either segregate the budgetary accounts or dispense with them 
entirely. The uses of budgetary accounts arc illustrated in the following 
chapters relating to accounting for the various municipal funds. 

Additional comparisons with accounting for profit-seeking entities 

In accounting for businesses, determination of the amount of net in- 
come, and the detailed causes thereof, is of foremost importance. In 
governmental accounting, only three types of funds — trust, intragovern- 
mcntal service, and enterprise — make use of so-called “profit and loss” 
accounting procedures; funds of other types record revenues and expendi- 
tures principally for control and as a basis for demonstrating compliance 
with their budgets, without much reference to net gain or net loss. Even 
for those funds which do attempt to determine net income, only certain 
trust funds have major interest in the largest possible amount of gain. 
Intragovcrnmcntal service and enterprise funds arc operated primarily for 
service; they make use of revenue and expense accounts to promote 
efficiency of operation and to guard against impairment of capital but. in 
theory at least, should only break even in their operations over a period of 
years. For these reasons, operating statements of governmental funds 
should not be described as income statements but rather as statements of 
revenue and expenditures, or some similar name. 

In general, use of the accrual basis of accounting is recommended for 
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governmental units as well as for profit-seeking businesses. Accrual ac- 
counting means (1) that revenues should be recorded in the period in 
which the service is given, although payment is received in a prior or 
subsequent period, and (2) that expenditures should be recorded in the 
period in which the benefit is received, although payment is made in a 
prior or subsequent period. In business for profit, the accrual basis is 
employed to obtain a matching of costs against the revenue flowing from 
those costs, thereby producing a more useful statement of gain or loss. In 
government, use of the accrual basis enables a better comparison between 
actual expenditures and revenues and the amounts authorized in the 
budget approved by the legislative body. 

Use of the accrual basis for governmental expenditures is more impor- 
tant than for revenues. This is true because the practice contributes to 
better control of expenditures, thus providing taxpayers a measure of 
protection against possible excesses on the part of public officials. The 
cash basis of accounting for governmental financial operations records 
revenue in the period in which payment is received and expenditures in 
the period in which payment is made. Any procedure which is partly 
accrual and partly cash may be described as either a modified accrual or 
a modified cash basis. In numbers of applications, the modified basis 
greatly exceeds the full accrual basis. Because some governmental revenue 
cannot be collected, although legally due, many governmental units 
account for revenue on the cash basis and expenditures on the accrual 
basis. 

The pattern and quality of governmental accounting are strongly 
affected, probably adversely, by the methods of selecting persons respon- 
sible for it. In business, ability, training, experience, and other construc- 
tive qualifications are generally the determining factors in selection of 
personnel. In governmental practice, on the other hand, offices involving 
important accounting functions often have only the most superficial quali- 
fication requirements, such as citizenship, residence, and age. Most of the 
voters, having little or no concept of the technical nature of the duties to 
be performed, are inclined to base their choice of candidates on considera- 
tions of group affiliation (political, religious, ethnic, fraternal, etc.), per- 
sonality, age, sex, and other characteristics no more closely related to real 
competency for discharging the duties of the office. In too many in- 
stances, governmental accounting positions filled on an appointive basis 
fall to persons selected for their alleged executive ability, which is often 
little more than adroitness in keeping conflicting interests under control 
with little reference to principles involved, and not for their qualifications 
for administering efficiently the real work of the office or department. Rel- 
atively low pay and probable brevity of tenure are other factors which 
militate against procurement of competent accounting personnel, in many 
state and local governments. Definite progress is being made, however, in 
the employment of accounting as a means for promoting economy and 
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efficiency in government. Particularly in the field of personnel selection, 
substantial improvements have come about through growing recognition 
of the impact of government finance upon the economic status of the 
individual. 

A word to the wise 

Even when developed to the ultimate stage of perfection, governmental 
accounting cannot become a guaranty of good government. At best, it can 
never be more than a valuable tool for promotion of sound financial 
management. It docs not offer a panacea for all the ills that beset represent- 
ative government; nor will it fully overcome the influence of disinter- 
ested, uninformed citizens. It cannot be substituted for honcstv and moral 
integrity on the part of public officials; it can help in resisting but cannot 
eliminate the demands of selfish interests, whether in the form of individ- 
ual citizens, corporations, or the pressure groups which always abound to 
influence government at all levels. 
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QUESTIONS 

1. “Governmental accounting need be concerned only with the satisfaction 
of legal requirements.” Comment. 

2. “Each legal jurisdiction establishes requirements for accounting which are 
legally binding; therefore there are no generally applicable principles and 
standards for governmental accounting.” Comment. 

3. “The sole reason accounting majors should study governmental account- 
ing is so they can pass the CPA examination. The subject is of no im- 
portance for anyone else.” Do you agree? Why or why not? 

4. Why is accounting for nonprofit entities discussed along with govern- 
mental units, rather than with accounting for profit-seeking enterprises? 
Name some categories of nonprofit entities of wide importance in the 
United States economy. 

5. Even though a governmental unit may have a good system of accounting 
and reporting, evaluating the performance of its administrators is said to 
be more difficult than for a commercial enterprise of comparable size. 
Why might this be true? 

6. Control of governmental expenditures is commonly regarded as more im- 
portant than control of revenues. Can you think of any reason for this 
emphasis? 

7. Many governmental units account for revenues on the cash basis and for 
expenditures on the accrual basis. Can you think of any logic or argu- 
ment for this combination of practices? 

8. An auditor found among the records of a municipality those of a fund 
referred to as the “corporate purposes fund.” Some of the departments 
accounted for by this fund were the Mayor’s Office, Law Department, 
Police Department, Fire Department, and Street Department. In which of 
the eight classes of funds would you place the “corporate purposes fund”? 

CONTINUOUS PROBLEM 

1-L. Note: Chapters 2 through 16 of the text deal with specific knowledge 
needed to understand the accounting for the funds recommended for 
use by municipalities, and with specific aspects of financial manage- 
ment. In order to help the student keep the entire municipal account- 
ing and financial management area in perspective, a series of related 
problems is presented. Each problem in the series, designated 1-L, 2-L, 
3-L, etc. concerns representative activities of a small city, called the 
city of Bingham. 

1. The city of Bingham has the following funds in addition to its 
General Fund; you are required to classify each in accordance with 
the types discussed on pages 4 and 5 of the text: 

College Construction Fund. This fund was created to account for the proceeds of the 
sale of serial bonds issued for the construction and equipping of buildings for a new 
junior college. 
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College Bond Debt Service Fund. Nonactuarially determined contributions and earn- 
ings thereon, for the purpose of the payment of interest on and redemption of serial 
bonds issued by the College Construction Fund, arc accounted for by this fund. 

Employees' Retirement Fund. This fund was established to account for actuarially 
determined retirement contributions and earnings thereon, and for the payment of 
retirement annuities. 

Stores and Services Fund. This fund was established to account for centralized pur- 
chasing and management of inventories used by a number of departments of the 
municipal government. 

Water Utility Fund. The water utility serving the city of Bingham was originally 
constructed and operated by a private corporation. It was subsequently sold to the 
city, but it is still operated on a self-supporting basis under the regulations of the 
State Public Service Commission. 

lrvi'inviUe Special Assessment Fund. Property owners in an unincorporated area, 
called Irwinville, agreed to bear the cost of the extension of water mains into their 
area by the city of Bingham Water Utility. 

2. In addition to the funds described above, what groups of accounts 
should be established for the city of Bingham? Why are these 
called “groups of accounts” rather than “funds”? 

3. For each of its funds and account groups, the city of Bingham 
maintains separate, manually kept books of original entry and 
ledgers. 

You are required to: 

a) Open a general journal for the General Fund. Allow 7 pages of 
S'/a by 11-inch looselcaf journal paper, or its equivalent. (Do not 
open general journals for other funds until instructed to do so 
in subsequent “L” problems.) The form you use must allow for 
entry of subsidiary ledger accounts as well as general ledger ac- 
counts, and for entry of adequate explanations for each journal 
entry. You will use the journal as your only posting medium; it 
should be complete. 

b) Open a general ledger for the General Fund. Allow 5 lines, un- 
less otherwise indicated below, for each of the following ac- 
counts: 


Cash 20 lines 

Petty Cash 

Taxes Receivable — Current 8 lines 

Estimated Uncollectible Current Taxes 

Taxes Receivable — Delinquent 8 lines 

Estimated Uncollectible Delinquent Taxes 
Interest and Penalties Receivable on Taxes 
Estimated Uncollectible Interest and Penalties 

Due from Other Funds 8 lines 

Advance to Stores and Services Fund 
Estimated Revenues 

Revenues 8 lines 

Vouchers Payable 12 lines 

Tax Anticipation Notes Payable 

Due to Federal Government 12 lines 

Due to Other Funds 8 lines 

Appropriations 

Expenditures 20 lines 
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Expenditures — Prior Year 

Encumbrances 8 lines 

Reserve for Encumbrances 8 lines 

Reserve for Encumbrances — Prior Year 
Reserve for Advance to Stores and Services Fund 

Fund Balance 12 lines 


Note: If desired, a numerical classification system may be devised for the 
general ledger accounts to facilitate journalizing and posting transactions. The 
classification system should provide for subsidiary ledger accounts supporting 
Estimated Revenues, Revenues, Appropriations, Expenditures, and Encum- 
brances. Do not open subsidiary ledgers until instructed to do so in subsequent “L” 
problems. 

c) The balance sheet of the general fund of the city of Bingham 
as of the first day of the year with which the “L” problems are 
concerned is shown below. Enter the balance sheet amounts 
directly in the appropriate general fund general ledger accounts. 


CITY OF BINGHAM 

General Fund Balance Sheet 
as of July 1, 19 — 



Assets 


Liabilities, Reserves, and Fund Balance 

Cash 

, . # 

$ 43,000 

Vouchers payable 

$187,000 

Taxes 



Due to other funds 

22,000 

receivable — 





delinquent. . . 

...$244,000 




Less estimated 



Total liabilities 

$209,000 

uncollectible 



Reserve for encum- 


taxes 

. . . 24,400 

219,600 

brances — 


Interest and 



prior year 

14,000 

penalties re- 



Fund balance 

54,314 

ceivable on 





taxes 

. .. 13,376 




Less estimated 





uncollectible 





interest and 





penalties. . . . 

662 

12,714 






Total Liabilities, Reserves, 


Total Assets. . , 

, . , 

$277,314 

and Fund Balance 

$277,314 



Chapter 2 

Budgets for Operations and 
Capita! Improvements 


Operating budgets 

The word “budget” has unpleasant connotations to most individuals. If 
the word were not fixed in technical language bv statute and tradition the 
term “operating plan” could be substituted, for in governmental bodies as 
well as private businesses a budget is now conceived of as a device to aid 
management to operate an organization more effectively. An older view 
of the nature of a budget still is implicit in statutes, and probably for that 
reason, the National Committee on Governmental Accounting still defines 
a budget as, “A plan of financial operation embodying an estimate of 
proposed expenditures for a given period of time and the proposed means 
of financing them .” 1 

The evolution of the concept of a budget from “an estimate of pro- 
posed expenditures and the proposed means of financing them” to an 
“operating plan” was a natural accompaniment to the development of the 
concept of professional management. In public administration, as in busi- 
ness administration, the concept of professionalism demanded that admin- 
istrators, or managers, attempt to put the scarce resources of qualified 
personnel and money to the best possible uses. The legal requirement that 
administrators of governmental units and agencies submit appropriation 
requests to the legislative bodies in budget format provided a basis for 
adapting required budgetary estimates of proposed expenditures to 
broader management use. The legislative appropriation process has tradi- 
tionally required administrators to justify budget requests. A logical justi- 
fication of proposed expenditures is to relate the proposed expenditures of 
each governmental subdivision to the programs and activities to be accom- 
plished by that subdivision during the budget period. The type of budget- 
ing in which input of resources is related to output of services is some- 
times known as performance budgeting. 

Program budgeting is another term which is sometimes used synony- 
mously with performance budgeting, although it has been suggested by the 

1 National Committee on Governmental Accounting, Governmental Accounting, 
Auditing , and Financial Reporting, p. 5. 


12 
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Municipal Finance Officers Association in its Operating Budget Manual 2 
that the term program budgeting be applied to a budget format which 
discloses the full cost of a function without regard to the number of 
organizational units that might be involved in performing the various 
aspects of the function, whereas a performance budget format would 
relate the input and output of each unit individually. 

The use of performance budgeting in governmental units received 
significant impetus from the work of the first Hoover Commission for the 
federal government. The report of this commission, presented to the 
Congress in 1949, led to the adoption of the performance budgeting 
concept in the federal government. Performance budgets were introduced 
in the federal government as “cost-based budgets” or “cost budgets.” The 
use of these designations suggests that a governmental unit desiring to use 
performance budgeting must have an accrual accounting system, rather 
than a cash accounting system, in order to ascertain routinely the costs of 
programs and activities. The recommendations of the second Hoover 
Commission led to the statutory requirement of both accrual accounting 
and cost-based budgeting for agencies of the executive branch of the 
federal government. Federal statutes also require the synchronization of 
budgetary and accounting classifications, and the coordination of these 
with the organization structure of the agencies. Realization that planning 
and programming functions of federal agencies were not performed by 
the same organizational segments that performed the budgeting and ac- 
counting functions, and that, consequently, plans and programs were 
often not properly related to appropriation requests, caused the introduc- 
tion of an integrated planning-programming-budgeting system, called 
PPBS, throughout the executive branch by Presidential memorandum. 

Needs to be served by the budget 

From the viewpoint of people concerned with the practical problem of 
developing and operating a budgeting system in a specific governmental 
body the name given to the system is unimportant. An author who has 
had many years experience as budget supervisor of a large and progressive 
municipality stated that the realistic approach to determining the format 
of a budget was to consider the needs of the taxpaying public, the 
municipal executives, and the legislators. In his view the taxpayers need: 

1. A format that will show the many functions for which the city in- 
tends to spend public money. Not just the supplies, services, equipment, and 
number of people we hire and for which we spend money directly, but the 
functions that these purchases accomplish. 


2 Lennox L. Moak and Kathryn W. Killian, A Manual of Techniques for the 
Preparation, Consideration, Adoption, and Administration of Operating Budgets 
(Chicago: Municipal Finance Officers Association, 1963). This manual is commonly 
referred to as the MFOA Operating Budget Manual. 
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2. One that will show how much the taxpaying public is supposed to 
receive of each of these functions. 

3. A format that will discourage excessive year-end expenditures by tak- 
ing the advantages out of the stockpiling of supplies and materials. 

4. One that will provide a means for the public to determine just how 
much of each planned function was actually accomplished during the budget 
period. 3 

The same author recommends the following: considerations for the 
development of a budget format which will aid municipal executives and 
department heads to manage the operations of the municipality effi- 
ciently: 

1. A format that will assist them in considering the planning aspect of 
management from the sendee accomplishment standpoint rather than from 
the purchase and expenditure standpoint. 

2. One that will aid them in the organization facet of management by 
assisting them in establishing relationships between functions, supplies, ma- 
terial and personnel grouped together for a common purpose. 

3. A format that will aid in the coordination aspect of management by 
establishing a plan of total operations upon which a sequence of accomplish- 
ments may be based. 

4. One that will aid in the diri.cting phase of management; that will show 
subordinates what is expected to be done. 

5. A format that will aid the department head in the controlling phase 
of management by giving him a means of determining if his plan is being 
fully accomplished or where operational difficulties may lie. 

6. One that will provide his subordinate supervisory personnel with ad- 
ditional incentive to do the job more economically by making the results 
of their efforts more readily apparent. 

7. A format that will provide a means whereby the public and the policy 
making officials will be able to factually determine those department heads 
that are making the most conscientious effort to accomplish their responsi- 
bilities with the most economical expenditure of public funds. 4 

In comparison with the needs of the taxpayers and the needs of the 
municipal management team listed above, the same author feels that the 
legislators need a budget document which will: 

1. Reflect more accurately the increased level of services made possible 
through improved methods. 

2. Assist the legislator in determining which of the undertakings of die 
departments are essential to the government’s overall program. 

3. Assist the legislator in determining what total services the city gives 
and whether or not that service has expanded or contracted. 

4. Assist the legislator in insuring that expenditures are made for the 
service for which they were appropriated or that variances in the program 

3 Edwin C. Whitney, “The Operating Budget,” Municipal Finance, Vol, XXXVII, 
No. 1 (August, 1964), p. 18. 

4 Ibid., p. 19. 
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were approved by those responsible to the public for the appropriation of 
public moneys. 5 

A careful reading of the 15 points itemized above discloses some 
conflicts, and raises some doubts that a single budget document can serve 
all these needs satisfactorily. One solution adopted by the Bureau of the 
Budget of the federal government is the use for general distribution of a 
relatively brief document containing narratives and figures that most 
members of the public would normally wish to know. Additional data 
for the appropriations committees of the Congress, and for others con- 
cerned wtih budget details, are issued as appendices to the summary 
document. Individual agencies, and their subdivisions, have even more 
detailed worksheets from which the appendices were prepared. 

Performance budget example 

Illustration 2-1 presents two pages from the annual expenditures 
budget of a city of approximately 18,000 population in central California. 
The expenditures budget is the city administration’s request to the City 
Council (the legislative body) for appropriations; the expenditures 
budget is accompanied by a revenue budget and plan for financing the 
proposed expenditures (see Illustration 2-2). The particular portion of 
the budget shown in Illustration 2-1 supports a single entry in the sum- 
mary expenditures budget: the request by the city administration for an 
appropriation of S32,321 for the operation of the City Clerk-Treasurer’s 
office for the forthcoming fiscal year (see Illustration 2-3). 

The first portion of the first page of Illustration 2-1 shows that the 
requested appropriation is for three general classes of expenditures: Sala- 
ries, Wages, and Benefits; Materials, Supplies, and Services; and Capital 
Outlay. The detail supporting the amounts requested for each of the three 
classes of expenditures is shown on the second page of the illustration. 
The second portion of the first page of the illustration presents in both 
narrative and tabular form information relating to the work program, or 
“output” of the City Clerk-Treasurer’s office so that City Council mem- 
bers and other interested parties may have some means of judging whether 
the requested dollar input is appropriate. In order to aid in this judgment 
comparative figures are shown on the budget form for both the dollar 
amounts and the work load. It should be noted that the figures for the 
year in which the budget is prepared are labeled “estimated”; in fact they 
represent actual data for 10 months of the current fiscal year plus esti- 
mates for the 2 remaining months of the year. A similar mixture of data is 
necessary in any budgeting system because the budget must be submitted 
to the legislative body sufficiently before the beginning of the budget year 
to allow time for study, possible changes, and approval of the budget 
before the start of the budget year. 

5 Ibid., p. 19. 



1 6 Governmental accounting 


Illustration 2-1 

PERFORMANCE BUDGET 


SERVICE PROGRAM SUMMARY 


• V'Tfj* !t *♦«*•»■* t rj»s n-.y* 

Cer.e-d CsseXJXerX C iXii CleKk-Tr.em uxek. Ccr.e-d 



dXu Clak-TK 

ZOlWiVl 



CLASSIFICATION 

ACTUAL 

EXPENDITURES 

1967-68 

ESTIMATED 

expenditur.es 

1968—69 

DEPARTMENT 

REQUEST 

1969-70 

FINAL 

ALLOWANCE 

1969-70 

SALARIES, WAGES, AND EENEFITS 

$76,9 45 

$79,059 

$ 21,753 

$22,33? 

MATERIALS, 5UPPLIES, AND SERVICES 

s.zos 

7,752 

10. Si} 

3,737 

CAPITAL OUTLAY 

za 

7,099 

1,533 

7, NS 

SUBTOTAL 





LESS: EXPENDITURES CHARGEABLE 

TO OTHER SERVICE PROGRAMS 





TOTAL PROGRAM COST 

$ 22,375 

$27,910 

533.3 34 

$32,327 

NUMBER OF FULL-TIME POSITIONS 

c 

3 

3 

‘ ' 1 

3 ’ 

PROGPAM EFFICIENCY FACTOR 




tot 

PROGRAM INFORMATION 


7i';c dXx Cte.lt-Tf.nzi tile,-. 44 ike euliedisr. c- cllield Cito Ktecldi cr.d dl Citu lwr.dl . 
The} dual {-jr.dj. :r. ir.eladei ike Keccedrj.g c t Cc'jr.cd r : c Ojg r.erxXcJ cr.d cdlcnl, p-.e pi‘dicr. 
c( tlx cger.ii (c\ Cczr.ul -ceXjj.ei, legeX ci.-c-JJg.ij.g Kelixaet, , epe-dlcn cl ike eerx-d 
rsuXjj.g 4C*.V4CC, cr.d rsjj-Xerjir.ee c£ ike eerJxd Ida {c\ legcl dccurCrXl cr.d cc-x.ej.pcr.der.ee. 
The OXij Clcet 44 c/xc KCJ.Fsr.ubte (c-. il-.e ecr.dj.eX c£ dl Cl Xu elecilcr.i. 

The Cltg Cle-X-T-.exi'j-.cK luucs dl Lssir.at tleerxu cr.i deg liccnci, kcr.dt.ei 
t UJjj.g c£ ip cud cxicM<-erXA, ndrXc.ir .1 ii-.e dXg'i LickJx.g cr.d JcrvaircrX dec ‘dl cr.d 
ii ir.c pcyir.g cgerX ice tr r : dXx Ecr.di. HI dipUcdcrg 44 r.cr.dled bu ikil depatir.crX. 


t's-.t P.-jscKi- Sldiltlci 



Ei tir.ctzd 

litlrded 

Oxd'J'Jlr.reA Adopted 

1963-69 

1969-70 

u 

26 

T.uctuticni Adopted 

725 

727 

V-cccKdird <r. CcirXji Ollier, 

60 

700 

Co-uncut 1‘zttir.g Agzrdz Pltpzlzd 

SO 

SI 

rcjgzi cl CouncZt I’-tztirjc IUjulCcs 

to 

SO 

Special (JieJ.ir.crX. VitixjjcAJU 



U'jrbcA cl VistAucts 

zs 

zt 

UurbzA o( tend Coupons Pnc cased 

7,662 

1,6(7 

Sulr.cu Llcceia luued 

9 95 

1,000 

Vcg Uxcrici lined 

2,702 

2,775 

Jter.s PJJUd 

77,6 10 

77,300 

Viecci cl VclcAed thll T.-x ceiled 

76,075 

33, 515 

HjraeK of, VuplledsK Ccplu 

1,655 

3,900 
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Illustration 2-1 ( continued) 

PERFORMANCE BUDGET 
Detail 


DETAIL 



t&timxr 

rsro 

Gene/uzl Gove/iment 

City ClsKk-TnsauKsti 

GsmaoI 


rrxjim 


City ClzSlk-TflZCAUSlZSl 

POSITIONS ACTUAL ESTIMATED FINAL 

ITEM CUPPENT EXPENDITURES EXPENDITURES ALLOWANCE 

AUTH REQUEST ALLOWED 1947-58 1968-49 1969-70 


Salaniei, (tag el, and Benefit* 


Full-Time Volition*: 

C ity cWtii-lKemuAVL 7 7 7 

SsnioK His. Clznk 111 

IntemeduUe His Cle Ak 1 1 7 

Saloon Pumas. 
51556-676) 
1351-436} 
(370-376) 

$ 7,722 
4,920 
3,655 

$ 2,772 
4,607 
3,225 

Total Tjill-Timz 3 3 3 

$10,737 

$16,303 

$76,604 

Vaxt-Tir.z Voiiticni 

Account Clenk 

Tnain.ee 



2,600 

7,400 

Total PaKt-Timz 

$ 6,23 4 

$ 2,756 

$ 4,000 

R etiKmint ContKibwUmu, 

Social Szciuuty 

Ir.ployzz GToup ImuKonxz 
ilonkr.zni' Corrpsnsation 



7,056 

422 

279 

22 

Total Salatizs, li'agei, and Benefit 1 

$76,965 

$79,059 

$22,329 

I'atsAiah,, Suppllsi. and SsKvix.it 



205 PHojellional SeHvicel 

21 5 Telephone and Telegraph 

120 Off/ce Supplie* 

225 PAiniing and Binding 

230 Adventiiing, Publication and Voltage 

235 T/iavel and Meeting* Expenie 

240 Sabi elliptic nl and HembeAlhipl 

245 Can. Allowance 

255 Office Equipment Openation and Maintenance 

2 £5 Jnlunance and Surety Bondi 

290 Othen [CentAal Pile Analyst) 

$ 375 

247 

7,330 

727 

7,937 

75 

SO 

7,060 

1560) 

$ 737 

347 

7,424 

220 

2,946 

50 

20 

797 

7,757 

$ 600 
350 

7,500 

200 

3.200 
700 

30 

250 

7.200 
407 
350 

Total VatiKlali, Supplies,, aitd Sinvicxs 

$ 5,205 

$ 7,752 

$ 2.727 

Capital Outlay 




1. 1-TypewUteA, ElecViic 

2. 1-Chaindex Pile Cabinet 

3. 1-Veik, Chain, and CAedenza. Unit 



$ 420 

275 
450 

Total Capital Cutlmi 



$ 7,745 
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The budget calendar 

The date by which the budget must be submitted by the municipal 
administration to the legislative body is set by law in many states. Custom- 
arily, state statutes also establish the fiscal year for municipalities within 
the state, require publication of the proposed budget a certain number of 
times by certain dates, and set a date for adoption of the budget by the 
legislative body. A procedure for changing elements of the budget after it 
has been legally adopted is also usually provided by the statute. 

In order to provide an orderly procedure within the administrative 
offices for preparation and review of the budget before submission to the 
legislative body a more complete timetable, or calendar, needs to be 
established than that set by statute. As a guide, a manual published by the 
Municipal Finance Officers Association suggests the following time allot- 
ments for medium-sized and large cities for major phases in the budget 
process: 


For preparation of departmental estimates 30 days 

For central budget agency and executive review and action 45 days 

For preparation of budget document 20 days 

For legislative and public consideration 60 days 

For executive approval, veto, and preparation for budget execution. . 30 days 
Total elapsed time from the distribution of budget request forms to 

the beginning of the fiscal year 1S5 days 8 


For smaller municipalities, the manual suggests, the time margins may 
be trimmed by 20 to 25 days; but reported experience indicates that any 
total allocation of less than 160 days is likely to prove unsatisfactory. 

Bases lor budgeting 

The Operating Budget Manual of the Municipal Finance Officers Asso- 
ciation emphasizes that if a budget is to be a realistic plan of operations it 
must be based on the following factors: 

1. The body of law governing budget format, timing, and procedure. 

2. The forces of public life which utilize the budget as an instrument of 
public policy. 

3. The administrative establishment within the executive branch which 
initiates, formulates, seeks approval of, and supervises the execution of 
the budget. 

4. The legislative element which determines the rules within which ad- 
ministrative aspirations and performance are to be carried out. 

5. Relationships which exist between two or more local governments which 
exercise overlapping, concurrent, or related interest in resources and 
activities; also, inducements and restraints imposed by higher levels of 
government to affect the scope and level of performance of functions of 
local governments. 

6. The productive capacity 7 of the community as modified by the extent to 


c Moak and Killian, op. cit., p. 67. 
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which this capacity may reasonably be expected to be diverted to the 
public sector. 

7. The broad social fabric of the community which is both a basis upon 
which the government rests and which the government serves and from 
time to time modifies. 

8. The historic record of inertial and dynamic forces which have brought 
the community 2 nd its public programs and problems to their con- 
temporary' status. 

9. The forward reach to prepare operating plans for the foreseeable future 
and to plan the levels of revenues and expenditures needed to make the 
operating plans a reality. 

The factors itemized above are basic. They illustrate that the budget of 
a governmental unit is the product of economic, political, legal, and social 
factors external to the unit itself, as well as internal managerial and 
political factors of the unit and the economic resources of the population 
and area within the unit. Comparable considerations exist for business 
enterprises. A profit-seeking business will succeed in the long run only if 
it serves the needs of its customers and of societv in general: the financial 
managers of a business must budget within this framework. In business 
budgeting revenues and expenses of any' year are interrelated; expenses are 
incurred in the effort to produce revenue, and the production of revenue 
enables the further incurring of expenses and the further production of 
revenue. Revenue and expense are interdependent variables in business 
budgeting. 

Business budgeting concepts are appropriate for governmental activi- 
ties run on a business basis. A similar interrelationship mav be said to exist 
at the federal government level in the cases of certain General Fund 
expenditures which are made in order to stimulate segments of the econ- 
omy*: the costs of increasing economic acrivitv tend to be recouped bv 
increased tax revenue. At the municipal leveL however, except for utilities 
or other business enterprises, revenue and expenditure are not inter- 
dependent variables. Expenditures are made in order to render a sendee to 
the citizens, and not in order to generate revenue. Similarlv, although 
municipal revenues may' vary' from month to month, the variation of 
revenue has little direct effect upon the incurring of expenditures. 

Budgeting municipal revenues 

Although municipal revenues and expenditures are not interdependent 
variables as business revenues and expenses are, the availabilitv of revenue 
is a necessary prerequisite to the incurring of expenditures. In some 
jurisdictions municipalities may operate at a deficit temporarilv, but it is 
generally conceded that they r mav not do so indefinitely*. Thus, wise 
financial management calls for the preparation of revenue budgets, at least 
in rough form, prior to the preparation of detailed operating plans and 
expenditure budgets. 



20 Governmental accounting 


“Revenue” is a term which has a precise meaning in governmental 
accounting. The National Committee on Governmental Accounting states 
that revenue arises from additions to assets which: ( 1 ) do not increase any 
liability; (2 ) do not represent the recovery of an expenditure; (3 ) do not 
represent the cancellation of certain liabilities without a corresponding 
increase in other liabilities or a decrease in assets; and (4) do not represent 
contributions of fund capital in Enterprise and Intragovernmental Service 
funds. In short, in business accounting terminology, revenue arises from 
transactions which increase net assets. Sources of revenue available to a 
given municipality arc generally closely controlled by state law; state laws 
also establish procedures for the utilization of available sources, and may 
impose ceilings on the amount of revenue that a municipality may collect 
from certain sources. Sources generally available for financing the routine 
operations of a municipal government include: real property taxes, per- 
sonal property taxes, license fees, fines, charges for services, grants or 
allocations from other governmental units, and revenue from the use of 
municipal money or property. Chapter 4 of this text describes revenue 
sources and discusses revenue accounting in some detail. Chapter 15 is 
concerned with “Special Features of Property Tax Accounting.” The 
present discussion is, therefore, limited to the broad aspects of municipal 
revenue budgeting. 

Within the framework set by legal requirements, and subject to the 
approval of the legislative body (which, in turn, reacts to the electorate), 
the determination of revenue policy is a prerogative of the administration. 
Major considerations underlying the policy formulation are set forth in 
the preceding section of this chapter. After policies are established the 
technical preparation of the revenue budget is ordinarily delegated to the 
municipal finance officer. In order to facilitate budget preparation, experi- 
enced finance officers generally keep for each revenue source a file con- 
taining ( 1 ) a copy of legislation authorizing the source, and any subse- 
quent legislation pertaining to the source, (2) historical experience of the 
municipality relative to collections from the source, including collections 
as a percentage of billings, where applicable, (3) relevant administrative 
policies, and (4) specific factors which affect the yield from the source, 
including, for each factor, the historical relationship of the factor to 
revenue procedures to be used in projecting the trend of factors affecting 
vield, and factors affecting collections. Graphic presentations of these 
factors are also frequently included in the file. 7 

Illustration 2-2 presents a summary revenue budget for a municipality 
of approximately 1 8,000 population. The sources of revenue shown in the 
illustration are typical of many municipalities. Presentation of data com- 
paring estimates for the budget year with the “revised estimates” for the 

7 Moak and Killian, op. cit., reports the results of a survey of 17 cities in the 
United States and Canada as to practices in revenue program formulation; see Chapter 
17 especially. 



2 — Budgets {or operations and capital improvements 21 


Illustration 2-2 


REVENUE BUDGET 



Actual 


Revised 

Estimated 


Revenues 

Estmiates 


Revenues 

Source 

1967-68 

1968-69 


1969-70 

Taxes: 






General property taxes 

. .£ 233,667 

£ 

263,860 

£ 

276,000 

Sales & use taxes 

. . 245,806 


300,000 


344,000 

Franchises 

Hotel-motel room tax 

4,723 


5,249 


5,500 

Total taxes 

,.S 484,196 

$ 

569,109 

£ 

627,500 

Licenses and permits: 






Business licenses 

. .£ 31,536 

s 

30,000 

£ 

31,000 

Animal licenses 

2,129 


1,800 


2,000 

Bicycle licenses 

30 


40 


50 

Building permits 

13,888 


10,000 


10,000 

Plumbing permits 

4,225 


2,500 


2,500 

Electric permits 

1,636 


1,500 


1,500 

Gas permits 

830 


650 


650 

Other licenses and permits 

680 


240 


250 

Total licenses and permits 

. .£ 54,954 

s 

46,730 

£ 

47,950 

Intergovernmental revenue: 






State alcoholic beverage licenses 

..S 13,078 

s 

12,000 

£ 

13,000 

State motor vehicle in-lieu tax 

State gasoline tax: 

80,905 


85,000 


95,000 

Regular (maint. and const.) 2107 

46,692 


60,323 


63,150 

Matching (const.) 186.1 



22,200 


43,700 

Trailer coach fees 

520 


677 


700 

State grants — civil defense 



3,230 



Total intergovernmental revenue 

. ..S 141,195 

£ 

183,430 

£ 

215,550 

Charges for services : 






Sewer connection fees 

. ..£ 57,060 

£ 

40,000 

£ 

40,000 

Subdivision capital outlay fees 

11,280 


7,500 


6,500 

Engineering fees 

7,996 


2,253 


2,500 

Planning fees 

150 


755 


950 

Library revenues 

2,776 


6,200 


6,400 

Parks and recreation revenues 

9,553 


15,300 


25,300 

Animal shelter fees 

37 


100 


150 

Special police services 

102 


50 


50 

Police report fees (thermo-fax) 

447 


450 


450 

Golf course revenues 



50,000 


126,625 

City clerk revenues 

Streets and sanitation revenues : 

111 


2,090 


100 

Street, sidewalk and curb repairs *. . 

464 


686 


500 

Refuse collection charges 

150 


150 


150 

Sale of refuse 

181 


280 


200 

Lot cleaning charges 





1,500 

Other services charges 

10,360 


70 


50 

Total service charges 

. ..S 100,667 

£ 

125,884 

£ 

211,425 

Fines and forfeits : 






Vehicle code fines 

. ..S 24,134 

£ 

26,000 

$ 

28,000 

Parking violations 

4,006 


3,500 


4,000 

Other court fines 

2,556 


2,500 


2,500 

Total fines and forfeits 

. ..S 30,696 


32,000 

7 

34,500 


( Continued on following page) 
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Illustration 2-2 ( continued ) 


REVENUE BUDGET 



Actual 

Revised 

Estimated 


Revenues 

Estimates 

Revenues 

Source 

1967-69 

1969-69 

1969-70 

Miscellaneous revenues: 




Revenue from public utilities: 




Electric service: 




Power sales 

.S 755,910 

S 815,000 

$ 850,000 

Other electric revenues 

1 6.00, S 

7.500 

10,000 

Total electric service 

.$ '71,918 

S 822,500 

S 860,000 

Whiter service: 




W ater sales 

,S 232,829 

S 256,000 

S 275,000 

Other water revenues 

120 

200 

. . . 

Total water service 

. S 232,949 

S 256,200 

S 275,000 

Refuse collection service: 




Refuse service charges 

.$ 98,695 

S 107,000 

S 112,000 

Sewage disposal service: 




Sewer service charges 

99,926 

108,500 

115,000 

Total public utilities 

.$ 1,203.488 

S 1,294,200 

$1,362,000 

Other miscellaneous revenues: 




Roseville District Hospital 

.$ 25,763 

S 49,005 

$ 58,335 

Sale of citv propertv 

38 

. . . 

. . . 

Contributions 

184 

. . . 

. . . 

Interest on investments 

51,550 

33,000 

23,000 

Equipment rentals 


50 

100 

Total other miscellaneous revenues. . . . 

.8 57,5 35 

S 82.055 

*r-» 

*1; 

cc 

or 

Total Current Revenues 

S2.072.75I 

S2.3 3 3.408 

S2, 580,360 

Prior Years Revenues: 




Beginning balance, July 1, 1969 



. . 509,965 

Less: Restricted ending balance, June 30. 19 

70 


. . -58,111 

Total Resources Available for Appropriation. . 



. .$3,032,214 


current year, and the actual revenues of the immediately prior year, is also 
typical. If estimates differ markedly from current and recent experience, 
explanations are sometimes made a part of the budget presentation by 
footnote, sometimes by supplementary schedules, and other times are 
omitted from the formal presentation -with the thought that the explana- 
tions may be given orally, if called for.’ 

Budgeting municipal expenditures 

Expenditure budgets arc an administration’s requests for appropria- 
tions. In practice, the preparation of municipal expenditure budgets for 
any one year is dependent upon the administration’s budget of revenues in 
that the revenue budget is the plan of financing the proposed expendi- 
tures. If the performance budget concept is followed, expenditure budgets 
are prepared for each existing and continuing work program or activity 
of each governmental subdivision; for each program authorized or re- 
quired by action of past legislative bodies, but which has not yet been 
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made operative; and for each new program the administration intends to 
submit to the legislative body for approval. 

In business budgeting each ongoing program should be subjected to 
rigorous management scrutiny at budget preparation time to make sure 
that there is a valid reason for continuing the program at all. If the 
program should be continued, then the management must decide whether 
the prior allocation of resources to the program is optimal, or whether 
changes should be made in the assignment of personnel, equipment, space, 
and funds. In a well-managed governmental unit the same sort of review is 
given to each continuing program. The mere fact that the program was 
authorized by a past legislative body does not mean that the administra- 
tion may shirk its duty to recommend discontinuance of a program that 
has ceased to serve a real need. If the program should be continued, in the 
judgment of the administration, the appropriate level of activity and the 
appropriate allocation of resources must be determined; this determination 
takes far more political courage and management skill than the common 
practice of simply extrapolating the trend of historical activity and histor- 
ical cost. 

If the administration is convinced that a program should be continued, 
and that the prior allocation of resources is relatively appropriate, the 
preparation of the expenditure budget is delegated to the persons who are 
in charge of the program. In the case of a new program the administration 
states the objectives of the program, and sets general guidelines for the 
operation of the program, then delegates budget preparation to individu- 
als who are expected to be in charge of the program when legislative 
authorization and appropriations are secured. In order to provide a means 
of ensuring that administrative policies are actually used in budget prepa- 
ration and that the budget calendar and other legal requirements are met, 
it is customary to designate someone in the central administrative office, 
often the municipal finance officer, as budget officer. In addition to the 
responsibilities enumerated, the budget officer is responsible for providing 
technical assistance to the operating personnel who prepare the budgets. 
The technical assistance provided may include clerical assistance with 
budget computations as well as the maintenance of files for each program 
containing: (1) documents citing the legal authorization and directives, 
(2) relevant administrative policies, (3) historical cost and work load 
data, (4) specific factors affecting program costs and work loads, and 
(5) sources of information to be used in projecting trends. 

Illustration 2-1 shows the performance budget for one department of a 
municipality. The reader may note that the first section of the illustration 
shows two columns for 1969-70; one headed “Department Request,” and 
one headed, “Final Allowance.” The former is self-explanatory; the latter 
indicates that the budget as prepared by departmental administrators has 
been subjected to review and revision by the central administration. 
Both columns are not always shown in the budget document but the 



24 Governmental accounting 


procedure of central review is generally considered essential because the 
total of departmental requests frequently exceeds the total of estimated 
revenues, so that it is necessary to trim the requests in some manner. 
Central review may also be necessary to make sure enough is being spent 
on certain programs. Good financial management of the taxpayers’ dollars 
is a process of trying to determine the optimum dollar input to achieve the 
desired service output, not a process of minimizing input. Even though 
the expenditures budget is a legally prescribed document, the municipal 
administration should not lose sight of its managerial usefulness. 

Illustration 2-3 presents a summary of the individual departmental 
performance budgets. The “Estimated Requirements” column of the sum- 
mary budget is equivalent to the “Final Allowance” column of the indi- 
vidual departmental budgets, and is a presentation of the total departmen- 
tal appropriations requested for the forthcoming fiscal year. For the sake 

Illustration 2-3 

SUMMARY EXPENDITURES BUDGET 

Expenditures Estimated 




Aetna] 

Estimated 

Requirements 

Program 

1967-6$ 


196S-69 


1969-70 

General government: 







City Council 

. S 

6.250 

S 

6,170 

S 

6,450 

City Manager 


15.884 


1 5,468 


17,754 

City Clerk -Treasurer 


22.576 


27,910 


32,321 

Finance 


16,500 


21,612 


27,920 

City Attorney 


10,297 


10,250 


14,040 

Planning 


2,599 


12,140 


31,957 

Personnel-purchasing 


9,902 


14,943 


21,906 

Engineering 


50.695 


46.424 


56,203 

Building maintenance 


15,642 


26,571 


25,684 

City garage 


25.909 


30,046 


37,695 

Community promotion 


8,955 


11,725 


14,900 

Elections 




4,000 


4,000 

Total general government 

. .S 

1 58,787 

$ 

227,259 

s 

290,830 

Public safety: 







Police 

. s 

171,012 

5 

200,789 

s 

237,832 

hire 


111,451 


141,655 


153,810 

Building inspections 


15.594 


16,552 


18,811 

Animal control 


2,462 


5,156 


9,166 

Civil defense 


1,952 


2.612 


4,010 

Total public safety 

..$ 

502.251 

S 

366,762 

s 

423,629 

Streets and highways: 







Streets and storm drain maintenance. . . 


82,556 

S 

141,568 

s 

119,417 

Street lighting and traffic signals 


11,416 


14,734 


36,695 

Total streets and highways 

..s 

93.752 

S 

156,302 

s 

156,112 

Miscellaneous and contingencies 


84,750 

s 

106,266 

s 

30,000 

Libraries 


43,033 

s 

52,675 

s 

66,772 

Parks and recreation: 







Parks maintenance 


60,049 

s 

157,009 

s 

99,459 

Recreation 


33,888 


50,109 


53,820 

Golf course 


9,141 


73,086 


85,400 

Total parks and recreation 

. .$_ 

103,078 

s 

280,204 

s_ 

238,679 
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Illustration 2-3 { continued) , 
SUMMARY EXPENDITURES BUDGET 


Expenditures Estimated 




Actual 

Estimated 

Requirements 

Program 

1967-68 

1968-69 


1969-10 

Electric service: 







Administration 

.S 

28,818 

5 

29.708 

S 

36,852 

Utility accounting 


19,927 


20.822 


25,075 

Electric production 


238,986 


282,000 


316,000 

Electric distribution 


178.140 


213.376 


143,236 

Depreciation 


10.000 


20.000 


22.400 

Total electric service 

.S 

475.871 

S 

565.906 

5 

543,563 

Sanitation and waste removal : 







Refuse service utility' 


68,936 

5 

86,066 

S 

109,215 

Sanitary sewers maintenance 


15,371 


14,963 


33,851 

Sewage disposal utility 


36,836 


43.340 


55,907 

Total sanitation and waste removal. 

.$ 

121,143 

S 

144,369 

s 

198,973 

Water service: 







Administration 

.s 

12,256 

5 

11,165 

s 

14,454 

Utility accounting 


11,073 


11,570 


13,930 

Water production, treatment and 







storage 


50,911 


63,096 


70,115 

Water distribution 


38,283 


89,753 


51,143 

Depreciation 


10,000 


20,000 


20,000 

Total water service 

.$ 

122,523 

S 

195,584 

s 

169.642 

Debt service: 







General obligation bonds: 







1951 Municipal hospital 

.$ 

12,750 

5 

12.663 

$ 

12,488 

1956 Outfall sewer 

. 

34,445 


38,720 


37,916 

1961 Sewer treatment plant 

. 

42,988 


41,488 


40,827 

Total general obligation bonds 

s 

90.183 

S 

92,871 

s 

91,231 

Revenue bonds : 







1950 Sewaee disposal plant 

.5 

13,045 

S 

12,880 


12,715 

1958 Hospital revenue 

. 

28,903 


29,330 


28,780 

1962 Golf course • 

. 

1 3,706 


27,413 


27,483 

1963 Hospital revenue 




19,675 


29,555 

Total revenue bonds 

.s 

55.654 

s 

89,298 

s 

98,533 

Total debt service 

.$ 

145,837 

s 

182,169 

5 

189,764 

Total Public Services Program 







Requirements 

.51.651,005 

$2,277,496 

$2,307,964 


of comparison, the expenditures for the current vear (actual for the first 
10 months of the year, plus estimates for the remainder of the year) and 
for the immediately preceding year are presented. 

Budgeting capital expenditures 

One feature of Illustration 2-1 to which the reader’s attention has not 
been previously directed is the “Capital Outlay” section on the second 
page of the form. Accounting principles for business enterprises require 
that the cost of assets which are expected to benefit more than one period 
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be treated as a balance sheet item, rather than as a charge against revenues 
of the period. No such distinction exists in the pronouncements of the 
National Committee on Governmental Accounting, except for business 
operations of a governmental unit. As Illustration 2-1 indicates, expendi- 
tures for long-lived assets to be used in the general operations of a 
municipality arc treated in the appropriations process in the same manner 
as arc expenditures for salaries, wages, benefits, materials, supplies, and 
services to be consumed during the accounting period. Accounting con- 
trol over long-lived assets used in general operations is established, how- 
ever, as described in Chapter 1 3 of this text. 

In the budget format illustrated, the “Capital Outlay” section of the 
departmental performance budgets is restricted to equipment and furni- 
ture; proposed major construction projects arc presented separately, as 
shown by Illustration 2-4. Major expenditures for long-lived assets rarely 
can be financed from the revenues of any one year. Therefore it is 

X . g c L \ University .Libra ij 1 1 <L| 9 

Illustration 2-4 

CAPITAL IMPROVEMENTS PROGRAM SUMMARY 


Project 

Number 

1969-70 

Requested 

Project A pprop ri.rtwn 

Source of Funds 

501 

General government 

Parking facility adjacent to 
city hall S 

57,400 

General 

502 

Central stores warehouse 

5,800 

General 

503 

Corporation yard vehicle 
storage shed 

8,500 

General 

504 

Corporation yard fence and 
access roads 

6,500 

General 

505 

Total general govern- 
ment S 

Streets and highways 

Street resurfacing — select 

system S 

58,200 

18,000 | 

[General S 6,000 

506 

Street resurfacing — local streets 
Darling Way bridge and 
street extension 

1 

12,000 

[186.1 Gas tax $12,000 

2107 Gas tax 

507 

56,750 1 

186.1 Gas tax $28,000 

508 

Lincoln-Sierra bridge improve- 
ment 

1 

3,000 

[2107 Gas tax S28,750 

General 

509 

Atlantic-Bcrry street RR 
crossing 

6,000 

Capital outlay reserve 

510 

Total streets and high- 
ways S 

Sanitation and waste removal 

Storm drain improvements S 

95,750 

5,000 

General 

511 

Sewer main enlargement 

20,000 

Sanitary sewer improvement 

512 

Sewer main replacement 

5,000 

Sanitary sewer improvement 

513 

Emergency power plant 

10,000 

1961 Treatment plant bonds 


Total sanitation and waste 
removal S 

40,000 
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Illustration 2-4 { continued) 

CAPITAL IMPROVEMENTS PROGRAM SUMMARY 


Pro] eel 
Number 

Project 

1969-70 

Requested 

Appropriation 

Source of Funds 


Parks and recreation 




5 14 

Weber Park improvements.. . 

..$ 

3.000 

Capital outlay reserve 

515 

Dry Creek footbridee 


3.000 

Capital outlay reserve 


Total parks and recrea- 





tion 


6,000 



Electric service 




516 

Sinele-familv services 

■ S 

32,500 

Electric operations 

517 

Apartment services 


10,000 

Electric operations 

518 

Commerical and industrial 





services 


9,000 

Electric operations 

519 

Line capacitor 


4,000 

Electric operations 

520 

Sectionalized switches 


1,600 

Electric operations 

521 

12KV cutover 


15.000 

Electric operations 


Total electric service 

.$ 

72,100 



Water service 




522 

Mechanical water screens. . . . 

.5 

5,000 

Water operations 

523 

Chlorine treatment building. . 


4,500 

Water operations 

524 

Fire hvdrants 


3,000 

Water operations . 

525 

Water main enlargement. . . . 


13,000 

Water operations 

526 

Automatic well and reservoir 





controls 


5,000 

Water operations 

527 

12' main — Riverside Ave. to 





Westwood Terrace 


6,000 

Water operations 

528 

8' main — Main Street to 





Lawton on Vallejo 


6,700 

Water operations 

529 

Rerouting 20' main — 





Vernon Street and Wash- 





ington Blvd 


9.000 

Water operations 


Total water service 

* .$ 

52,200 



Hospital 




530 

Hospital expansion 

..S 

400.000 

1963 Hospital Revenue Bonds 


Total capital improve- 





ments 

..$ 

724,250 



Public services program re- 





quirements (Illustration 





2-3) 

.. 2,307,964 



Total Estimated Expenditure 

Requirements .$3,032,214 


necessary that the revenue budgets be extended to include all means of 
financing proposed expenditures; and that the expenditures budgets be 
extended to include required repayment of existing debt, and required 
interest payments on existing and proposed debt. Illustration 2-3 shows 
proposed expenditures for interest and principal under the caption of 
“Debt Service.” The reader will note that the total “Public Services 
Program Requirements,” per Illustration 2-3, is carried to Illustration 2—4 
and added to the “Total Capital Improvements” request, to show the 
“Total Estimated Expenditure Requirements.” The latter figure agrees 
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with the “Total Resources Available for Appropriation” shown as the 
final figure on Illustration 2-2. For the convenience of the legislative 
branch and interested taxpayers, the administration of the municipality 
whose budgets arc illustrated in this chapter presented a schedule showing 
the reconciliation and interrelationships of Illustrations 2-1, 2-2, 2-3, and 
2-4; this schedule is reproduced here as Illustration 2-5. 

Effective financial management requires that the plans for any one year 
be consistent with intermediate and long-range plans. Municipal pro- 
grams, such as the construction or improvement of streets; construction 
of bridges and buildings; acquisition of land for recreational use, parking 
lots, and future building sites; and urban renewal all may require a 
consistent application of effort over a span of years. Consequently, the 
need for municipal administrators to present to the legislative branch, and 
to the public, a “Capital Improvement Program,” as well as the revenue 
and expenditure budgets, is rather widely recognized. Illustration 2-6 
shows one such presentation which combines the projection of recom- 
mended improvements for five years beyond the forthcoming budget year 
with the proposed means of financing them. 

Budget administration 

Acceptance and adoption of the budget is evidenced by the signing of 
the certificate of validation by members or representatives of the legisla- 
tive body and by the chief executive or a representative of the executive 
department. However, the budget may not yet have the force of law. In 
one state, budgets of all local units must be examined and approved by 
a county tax adjustment board which is empowered to reduce but not to 
increase appropriations. All budgets which will require more than a 
statutory maximum tax rate after action by the tax adjustment board are 
required by law to be submitted to a state tax board which, after a 
hearing, may increase, decrease, or approve the budget without change. 
Thereupon, the budget is certified back to the local unit and becomes the 
pattern for its financial operations during the year to come. 

As soon as possible after final certification of a budget, public announce- 
ment should be made of tax levies for the coming year (Illustration 15-2), 
especially if any part of the levy is new or if rates or other provisions are 
different from those of the current year; these measures will facilitate 
collections. Property tax levies should be converted to individual tax 
bills before the beginning of the period to which the taxes apply, in 
order that tenders of payments may be accepted without delay. If revenue 
collections normally lag in each year, arrangements for short-term financ- 
ing may be necessary; and if so, arrangements as required by law should 
be made in advance. 

On the expenditure side of the budget, it may be desired to regulate the 
use of appropriations so that only specified amounts may be used from 
month to month or from quarter to quarter. The purpose of such control 



Illustration 2-5 

SUMMARY OF GOVERNMENTAL OPERATIONS 
Distributed by Funds 
Fiscal Year 1969-70 

Resources Requirements 
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Illustration 2-6 

CAPITAL EXPENDITURES BUDGET 


PUBLIC BUILDINGS AND FACILITIES 

Plan? for the new civic center (recreation center and library) arc moving along and construction is due to 
begin early in FY 1 968. The voters of Oak Ridge overwhelmingly approved a bond referendum for this project 
in the amount of SI, 800, 000 in November 1966. Detailed construction plans arc presently being prepared and 
approval is expected shortly. The new Civic Center will replace inadequate and obsolete facilities at Ridge 
Hall and the Wildcat Den. Relocation of Midtown Ball Park No. 1 must be finished prior to the start of con- 
struction. 

The Scarboro Neighborhood Center has been delayed to FY 1969 to allow time for the preparation of 
more material on the specific needs, location, federal qualifications, etc., of this proposed project. 

The Mayor's Industrial Site Committee has recommended the purchase of “Site X” (230 acres for develop- 
ment as an industrial area. S5.000 has been included in the FY 1968 budget fora partial down payment for this 
site. 

Preliminary plans for a new airport have been carried over from the 1967 program and have been revised 
and scheduled for FY 1969 and FY 1970. The refuse burner and/or sanitary landfill has also been rescheduled 
for FY 1970. The determination will be made at that time as to whether a refuse burner is necessary to con- 
serve land. 

A new building i? needed to replace the present animal shelter. It would include a cage area, enclosed 
loading area, disposal room, office, toilet, and mechanical services. 


CAPITAL IMPROVEMENTS PROGRAM 

Fiscal Years 1968 through 1973 
Public Buildings and Facilities 


Prr- 









Total 

only 

I'tOJfCl /• 

.If.* 

Frr>s 

rr 'go 

r-T’70 

l'Y'71 

FT 72 

FY'73 

6 Yean 

i 

O R. Public Librurv 










— replacement 

2 

S 802,940 






S 802,940 

2 

Community Center 

2 

997,060 






997,060 

3 

Scarboro Neighbor- 









hood Center.. 

1,5 


si 00,000 





100,000 

4 

Purchase industrial 









"Site X” (230 
acres) 

1 

5,000 

9,000 

S 8,600 

$8,300 

S8.000 

$7,700 

46,600 

5 

Airport — engineer- 










ing and 

construction . . .2a, 

5,7 


50,000 

389,000 




439,000f 

6 

Animal shelter .... 

1 


27,000 





27,000 

7 

Refuse burner, 










Model 525, 
dia. 523 £ ft. 










or sanitary 
landfill 

1 



85,000 




85,000 

8 

Health and welfare 










center 

2a 



100,000 




100,000 


Total 


Sl.805,000 

SI 86.000 

S582.600 

S8.300 

S8.000 

S7.700 

S2, 597,600 


* Financing Method 
Operating revenue 










(general fund) . 

1 

$ 5,000 

S 69,333 

S 93,600 

S8.300 

SS,000 

S7.700 

S 191,933 


General obligation 










bonds (voted) 

2 

1,800,000 






1,800,000 


General obligation 










bonds (to be 
voted) 

2a 



154,875 




154,875 


Federal, state 

Public works 

5 


66,667 

384,125 




450,792 


advance for 
planning 

7 


50,000 

(50,000) 






Total 


51.805,000 

SI 86.000 

S582.600 

S8.300 

$8,000 

S7.700 

$2,597,600 


t Estimates arc based on the Hardin Valley site. The Black Oak Ridge site has been recommended, but no estimates have 
been made. Major severance damages are implied if this site is selected. 
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is to prevent expenditure of all or most of the authorized amount early in 
the year, without providing reserves for unexpected requirements arising 
later in the year. A common device for regulating expenditures is the use 
of allotments. An allotment may be described as an internal allocation of 
funds on a periodic basis usually agreed upon by the department and the 
chief executive or his representative. While variable in form, allotment 
schedules are essentially period allocations of the amount appropriated for 
specified purposes. 

Recording the budget 

Numerous details of accounting for transactions closely related to the 
budget are set forth in subsequent chapters, particularly those on general 
fund revenues and expenditures and general fund operations; entries to 
record adoption of the budget are illustrated in this chapter. Two basic 
requirements must be accomplished by the accounting entry or entries 
recording the budget’s provisions: 

1. The total amount of expenditures authorized by the legislative body must 
be recorded by a credit to Appropriations. 

2. The resources provided or contemplated by the legislative body for 
financing the authorized expenditures must be recorded by a debit to Esti- 
mated Revenues. 


Estimated Revenues and Appropriations are controlling accounts; each 
is supported by subsidiary ledger detail, as described in Chapters 4 and 5. 
At the time that Estimated Revenues is debited to recognize the addition 
to the resources of the municipality, an offsetting credit may be made to 
Fund Balance, an account which serves the function of the net worth 
accounts in commercial accounting. Thus if a revenue budget totaling 
$706,000 for the general fund of a municipality is adopted by the legisla- 
tive body, the following entry might be made to enable proper recording 
of the facts in general ledger and subsidiary ledger accounts: 


Estimated Revenues 706,000 

Fund Balance 

To record the revenue budget approved for the year 1970. 

Estimated revenues : 

Taxes : 

Taxes on real property $166,000 

Taxes on personal property. 50,000 $216,000 

Licenses and permits: 


Vehicle licenses $ 4,000 

Parking meter receipts 8,000 

Various others 

Total Estimated Revenues 


12,000 

478.000 

$706,000 


706,000 


Similarly, at the time that Appropriations is credited to recognize the 
allocation of municipal resources by the legislative process, Fund Balance 
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should be debited. Assuming the municipal general fund appropriations 
enacted by the legislative branch totaled $700,000, the following entry 
might be made to enable proper recording of the facts in the general 
ledger and subsidiary ledger accounts: 


Fund Balance 700,000 

Appropriations 700,000 

To record the expenditure Budget approved for the year 1970. 

Appropriations: 

General government: 

Council $ 4,000 

Various others 70,000 S 74,000 

Public safety: 

Police Department: 

Supervision SI 2,000 

Various others SO.OOO 92,000 

Fire Department: 

Supervision S 10.000 

Various others 56,000 66,000 

Various others 46S.000 

Total Appropriations S700,000 

It would, of course, be perfectly satisfactory to combine the entries 
illustrated above, and show only the net effect upon Fund Balance, and 
this is often done in practice. 

Budget control reports 

During a fiscal year the actual collections of revenues need to be 
compared periodically with the budgeted collections in order to evaluate 
both actual performance and budgeting techniques. Similarly, the actual 
expenditures need to be compared with the appropriations to facilitate 
financial management and control over operations, arid because the admin- 
istration is subject to legal penalties for overspending appropriations. 
Illustration 2-7 shows a common form of periodic control report. 

Budget control reports may disclose circumstances that make it desira- 
ble to amend a budget during the period it covers. Reduction of amounts 
originally appropriated may be necessary because of revenue curtailment. 
The entry for such a change would be as follows, using an assumed 
amount: 


Appropriations 24,000 

Estimated Revenues 24,000 

Subsidiary ledger debits and credits would supplement each of the 
above controlling accounts. Any difference between the two kinds of 
reductions would be accounted for by debiting or crediting Fund Balance 
as required. 

Appropriations may need to be increased to cover requirements un- 
foreseen when the budget was enacted or to authorize additional expendi- 
tures for purposes not adequately provided for in the first place. The 
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increase may be financed out of the fund balance or out of anticipated 
revenues in excess of the amount originally estimated. To record an 
increase of appropriations out of the fund balance an entry such as the 
following might be made, using an assumed amount: 

Fund Balance 50,000 

Appropriations 50,000 

The credit to Appropriations would be supplemented by credits to 
subsidiary accounts representing the purposes covered by the action. If 
the additional appropriation were based on an expectation of more rev- 
enue than originally anticipated, Estimated Revenues would be substi- 
tuted for Fund Balance in the foregoing entry. 

A third tvpe of interim change in a budget consists of transferring 
amounts of authorizations from one purpose to another. Thus, if it is 
discovered that an amount appropriated for one purpose apparently is in 
excess of requirements for the vear, whereas that appropriated for another 
is inadequate, the legislative body may act to effect a transfer from the 
former to the latter. The transfer having been approved according to law, 
an entry such as the following might be made: 


Appropriations 4,000 

Appropriations 4,000 

To record transfer of appropriation. 

Debit; Police Department, traffic control S4.000 

Credit: Fire Department, fire prevention S4.000 


Obviously, the net effect of the above entry is reflected in the subsidi- 
ary account changes. There might be some disposition to record the 
change by direct postings to the subsidiary ledger accounts. However, it 
is better to record the offsetting debit and credit in the Appropriations 
account in order to give exact correlation between entries in controlling 
and subsidiary accounts. Also of importance is the need for showing in the 
general ledger all changes in the budget. 

Accounting for allotments 

In the event a governmental unit desires close control over expendi- 
tures by periods, allotments may be formally recorded in ledger accounts. 
This procedure might begin with the budgetary entry, in which Unallot- 
ted Appropriations would replace Appropriations, as follows: 


Estimated Revenues 1 ,000,000 

Unallotted Appropriations 990,000 

Fund Balance 10,000 


If it is assumed that $300,000 is the amount formally allotted to depart- 
ments or divisions for the first period, the following entry could be made: 

Unallotted Appropriations 300,000 

Allotments 300,000 
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Expenditures can be recorded periodically on a monthly or other time 
basis as reports are received from using departments or divisions. Under 
this procedure, closing entries transfer Expenditures balances into Allot- 
ments, and Allotments balances into Unallotted Appropriations. 

Budgets for other funds 

The foregoing discussion of budgets applies principally to those of 
general funds. Other types of funds operate under budgets of varying 
forms, some similar, some widely different from general fund budgets. 

Most similar to general fund budgets are those of special revenue funds, 
which, as stated earlier, in some instances are analogous to general funds 
for the activities they represent. Regulations governing control of special 
revenue fund budgets frequently differ from those applying to general 
fund budgets, since special revenue funds are often managed by special 
boards or commissions, and their relationship to the general government is 
likely to affect budgeting procedure. However, this influence lies princi- 
pally in the mechanics of budget preparation and subsequent handling; so, 
from an accounting standpoint, general fund and special revenue fund 
budgets are much alike, differing mostly in size and complexity. 

Opinions and practices vary widely with respect to budgeting for the 
six other types of funds. Ordinarily budgets are not necessary for trust or 
agency trust funds; however, memorandum budgets are sometimes pre- 
pared for semicommercial trust funds. As to intragovernmental sendee 
funds, the consensus is that a formal budget incorporated in fund accounts 
might actually hamper fund management in providing the services desired 
of the fund. Even so, laws sometimes require that intragovernmental 
service funds be operated under a formal, recorded budget; but unless 
such is the case, intragovernmental service fund budgets should be only 
memorandums in form and effect. Use of budgets for intragovernmental 
sendee funds is discussed at greater length in Chapter 9. Debt sendee 
funds do generally require formal annual budgets because the funds must 
handle the payment of interest on all outstanding issues of general obliga- 
tion debt other than that payable from special assessment and enterprise 
funds, as well as the redemption of debt maturing during the year, as is 
discussed in Chapter 7. 

Capital projects funds and special assessment funds are two types of 
funds employed to account for resources devoted to construction or other 
means of acquiring fixed assets. The formal authorizations for these two 
kinds of funds are equivalent to project budgets in that they authorize 
expenditures up to a given amount. Project budgets may be supplemented 
by annual budgets which afford closer control by the legislative body, by 
dividing the total authorization into segments, each of which receives final 
approval in the light of progress and developments to date. Annual or 
other short-term budgets are necessary for a capital projects fund created 
to finance a number of related projects. 
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Opinions differ as to the desirability of controlling enterprise funds 
through the requirement of formal budgetary accounting, but the major- 
ity opinion is opposed to this practice. However, laws or other regulations 
sometimes dictate the use of formal budgets, and in those cases the 
legislative body has no independent discretion. It is important to note that 
budget preparation for governmental utilities involves a problem common 
to commercial budget preparation, namely, the interdependence of reve- 
nues and expenses. 
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QUESTIONS 

1. Why is the National Committee on Governmental Accounting’s definition 
of a budget (quoted on the first page of this chapter) incomplete? What 
is the modern concept of budgeting? 

2. What groups, in addition to the legislators, have needs which can be 
served at least partially by the budget document of a municipality? For 
one of the groups you name, list the more important needs and describe 
in what manner they may be met by the budget document. 

3. Describe concisely the interrelationship of municipal revenue and ex- 
penditure budgets. Compare this with the interrelationship that exists 
in business budgeting. 

4. Why is the preparation of revenue budgets ordinarily centralized in the 
municipal finance office, and the preparation of expenditure budgets de- 
centralized throughout the administration? 

5. What are some of the factors to be taken into account in preparing 
revenue estimates for inclusion in a budget? 
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6. What is the relationship between cost accounting and performance 
budgeting? 

7. Can you see any reason why budgets for capital expenditures should be 
prepared on a long-term basis, even though the total amount is not to be 
appropriated for the next year? 

8. In the budget summary prepared for a certain governmental unit, the 
balancing figure under “resources” was “excess of expenditures over 
revenue.” Explain what is signified by such information. 

9. What would be the result, and what action could be taken, if a legislative 
body failed to give legal approval to a budget before the date when it is 
supposed to go into effect? 


PROBLEMS 

1. In 1968 a state general assembly authorized enactment of local sales tax 
ordinances. Under authority' of this statute, the city of Crawford enacted 
such an ordinance, effective in 1969. By June 30, 1969, collections had 
fallen short of estimates for the first half of the year by the amount of 
S18,450, with no convincing prospect of recovery during the second half. 
The city council decided to reduce the estimate of sales tax revenue by 
$25,300 for the year, partially offset by the following reductions in 
appropriations: 


Personal services $12,100 

Purchase of equipment 6,000 

Planning services 2,000 

Purchase of land 5,000 


Make entries in the form illustrated in the chapter to record the above 
amendments. Include subsidiary estimated revenue and appropriations 
accounts. 

2. The common council of Redwood City' adopted for the city general fund 
a budget which is shown below in summary form: 


Appropriations: 

Personal services $206,400 

Contractual services 48,200 

Commodities 104,700 

Other charges 66,500 

Estimated revenues: 

Taxes S21 1,800 

Licenses and permits 25,800 

Fines and forfeits 36,900 

Intergovernmental revenue 149,100 

Charges for services 6,600 


On January 1, a new administration assumed office in the city and im- 
mediately took steps to revise the budget. After taking all necessary legal 
action, the council formally approved the following changes on Febru- 
ary 16. 
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Increases: 

Personal services $25,000 

Commodities 16,000 

Licenses and permits 27,000 

Fines and forfeits 3,600 

Charges for services 13,500 

Decreases : 

Contractual services $ 1,700 

Other charges 500 

Taxes 6,000 


You are required to do the following things: 

a) Record the original budget as of January I. For subsidiary ledger 
accounts, use the classes of appropriations and revenues listed in the 
budget information. Do not attempt to classify appropriations by 
function or revenues by source class. 

b) Record, as of February 16, the amendment enacted by the city council 
following the directions set forth in (a). 

c) Prepare a statement in two parts (estimated revenues and appropria- 
tions), showing in the first money column of each part the original 
budget figures; in the second and third money columns, the increases 
and decreases of February 16; and in the fourth column, the final 
budget figures. 

3. a) Assume that Redwood City had the same original budget as the one 
shown in Problem 2 but that it employs a system of quarterly allot- 
ments to enhance expenditure control. Record the complete budget as 
of January 1. 

b) Assume that allotments for the first quarter were as follows, and 
make the appropriate entry as of January 1. 


Personal services $50,400 

Contractual services 26,100 

Commodities 19,600 

Other charges 15,700 


Show subsidiary ledger accounts for both unallotted appropriations 
and allotments. 

c) Assume that during the fourth quarter permission was received from 
the legislative body to transfer $6,500 already allotted for commodities 
to personal services. 

d) Assume that total allotments for the year were $418,700 [appropria- 
tion total same as in (<r) above] and that expenditures reported by 
departments totaled $417,630. Make the required closing entries, omit- 
ting all reference to subsidiary ledger accounts. For a balancing ac- 
count, if one is needed, use Fund Balance. 

4. The city of Ellender is located in a state requiring all budgets to be ad- 
vertised in August preceding the calendar year to which ' they apply. 
The citv auditor assembled the following schedule related to revenues of 
the municipality. 
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1968 

Revenues (Actual) 

Licenses $23 1 ,488 

Engineering fees 23,390 

Market rentals 22,668 

Municipal auditorium fees 20,982 

Golf fees 42,517 

Zoo admissions 31,905 

Traffic fines 87,118 

Rural fire service 1,650 

Parking meter receipts 105,201 


1969 


7 Months 

5 Months 
Left 

(Estimated . 
%of7 

. ,1970 

.(Estimated 

(Actual) 

Months) 

<% of 1969) 

$147,165 

70% 

85% 

12,830 

120 

110 

17,650 

40 

120 

16,410 

30 

90 

28,540 

50 

110 

18,775 

60 

100 

63,511 

75 

105 

1,520 

90 

200 

65,933 

70 

150 


From the information given, you are required to prepare a revenue budget 
for 1970; in your budget statement compare each item with the actual 
revenue from the item in 1968, and the estimated total revenue from the 
item for 1969. 


5.- From the information given below, you are required to prepare a work 
program for certain operations for the city of Trenton for 1970. Monthly 
. figures need be shown for January and February, only. 

Estimated volume and unit costs for 1969 are as follows: 


Operation Units Unit Cost 

A 60,000 $0.75 

B 48,000 0.60 


Percentages of estimated annual volume for January and February, 1970 
are as follows: 


Operation January February 

A 10 percent 15 percent 

B 5 percent 5 percent 


Composition of unit costs by percentages for the three operations for 
1969 is estimated as follows: 


hem __ Operations 


A B 

Labor. ...80% 60% 

Materials 16 30 

Supervision 4 5 

Machine rental 

Operation and maintenance of equipment. ... ■ 5 


The following changes are expected for 1970: 

1. (lost of labor per hour will increase 20 percent. 

2. l ime required }>cr unit will increase 1 5 percent. 
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3. Cost of materials will increase 30 percent. 

4. Due to improved engineering processes, quantity of materials is expected to decrease 
on an average of 10 percent per unit. 

5. The cost of supervision per unit will increase 5 percent. 

6. Operation and maintenance of equipment will increase 25 percent. 

7. For operation A, it is proposed to substitute machine work for one half the labor, 3 t a 
cost of $0.30 per unit for machine rental. 

Volume changes for 1970 arc estimated as follows: 


Prrrrr.upt 

Oprratior. Ckar.pt 

A 4-10 

B 4-15 

For each cost clement (labor, material, etc.), compute unit cost to the 
nearest tenth of one cent, and report estimated unit costs for 1970 as the 
totals of all elements. 

6. Below is given a collection of information compiled for preparation of 
the general fund budget for the town of Hillsdale for 1970. 
j) The town proposed to lev}’ taxes of $250,000 on real property and 
$95,000 on personal property. It was estimated that 9S percent of real 
estate taxes and 90 percent of personal property taxes would be col- 
lected. The town employ's the accrual basis in accounting for revenue 
from property taxes. 

b) The town clerk estimated at the time of preparing the 1970 budget 
that the general fund would receive $136,290 cash during the remain- 
der of 1969. 

c) It was estimated that expenditures during 1970 would total $395,370. 

d) Fund balance of the general fund at Julv 31. 1969. when the budget 
was being prepared, was $27,166. 

c) It was expected that the town board would find it necessary to make 
an additional appropriation of $17,650 to complete 1969 operations, 

f) Nontax revenue estimates for 1970 were as follows: 


Licenses and permits S 7,600 

Fines and forfeits 23,900 

Intergovernmental revenue 62,000 

Charges for services 1,650 

Miscellaneous revenue POO 


g) It was expected that 1970 collections of taxes levied in 1969 and prior 
years would total $31,600. 

h ) Appropriations to be requested from the town board were as follows: 


Personal services $240,000 

Contractual services 35,000 

Commodities 11 0,000 

Other charges 40,200 


Some of the above information is pertinent to a budget summary, and 
some is extraneous. You are required to select that which is pertinent and, 
with it, to prepare a summary for the proposed budget for the town of 
Hillsdale general fund for 1970. 
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7. Below is given a collection of financial and other supplementary data 

relating to operation of the city engineer’s office of the city of Salem. 

From the information provided, you are required to prepare a depart- 
mental budget. 

a) Personal services. Salary increases of $70 and S40 per month, begin- 
ning on January 1, for the city engineer and his assistant, respectively, 
were included in the departmental estimate. In addition, $500 was to 
be requested for extra help. Special vacation pay is to be eliminated. 

b) Telephone and postage charges are to be included at $25 in excess of 
the amount expected to be spent in the current year. Repairs to equip- 
ment are to be included at twice the current annual amount. Travel in 
the budget year is expected to total 30,000 miles at I0<5 per mile. 
Photography and blueprinting service costs are expected to exceed 
the current annual costs by $100. 

c ) The only change in commodities as compared with current annual 
cost is the addition of $325 for purchase of surveying equipment. 

d ) Pension contributions are expected to increase in the amount of $5.50 
per month. 


Current Year 


Estimated 

Prior Year Actual Remainder 


Explanation 

Actual 

to Date 

of Year 

Personal services: 

City engineer 

. . .510,000 

S 7,000 

S 5,000 

Assistant engineer 

. . . 7,000 

4,200 

3,000 

Vacation pay 

540 

240 

300 

Total 

. . .SI7,540 

SI 1,440 

S8,300 

Contractual services: 

Telephone and postage 

...$ 281 

S 176 

S 118 

Repairs to equipment 

107 

21 

40 

Travel 

. . . 2,006 

1,319 

920 

Photography and blueprinting 

service 

112 

83 

75 

Total 

...S 2,506 

S 1,599 

SI, 153 

Commodities: 

Official records 

...S 38 

S 47 

S 10 

Stationery and supplies 

109 

77 

65 

T oral 

. ..S 147 

S 124 

S 75 

Other charges : 

Pension contributions: 

...S 877 

S 527 

S 415 

Grand Total 

. . .S2 1,070 

SI 3,690 

S9.943 


CONTINUOUS PROBLEM 

2-L. The city council of the city of Bingham (see Problem 1-L) adopted 
the following budget for the general fund. 
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Original 

Grnrml Fi/r.d Budgr: 

Estimated revenues: 

Taxes. . . ; 52,365,000 

Licenses and permits 03.000 

Fines and forfeits 206,000 

Intergovernmental revenue 831,000 

Charges for services 56.000 

Miscellaneous revenue 57,000 

Total estimated revenues 53,608,000 

Appropriations: 

General government : 

City council and clerk 5 42,000 

Central administration 12", 500 

Municipal court and attorney 63,700 

Finance 1S4.S00 

Personnel 24,000 

Public safetv : 

Police..." 580.200 

Fire 586,300 

Building safety 73,400 

Animal pound 8.500 

Traffic engineering 83.800 

Public works 688.000 

Health 140.000 

Public welfare 206,000 

Recreation 3S0.000 

Contributions 348,000 

Miscellaneous 46.000 

Total appropriations 53,580,000 


You arc required to: 

n) Record the budget in the general journal. Include general ledger 
accounts, subsidiary ledger accounts, and adequate explanations for 
each entry (and for all journal entries in all “L” problems). 
b ) Post the entries to general ledger accounts. Do not open subsidiary 
ledger accounts until instructed to do so in subsequent ‘‘L" problems. 



Chapter 3 


General Funds: General Operation 


General funds are created and maintained to finance the general, overall 
functions of a governmental unit. Ordinarily designated “general fund,” 
various other captions such as “current fund” and “operating fund” are 
encountered. The true test of identity is purpose and not name. Any fund 
which provides for financing the general administration of the unit to 
which it pertains is a general fund, whatever its name. General funds 
provide an accounting structure for any activity for which a special (not 
necessarily special revenue) fund has not been provided. They, along with 
special revenue funds, are often referred to generically as revenue funds. 

Although the prevailing concept of a general fund is that of a continu- 
ing arrangement, with its accounting conducted on that basis, it has some 
aspects of an uninterrupted series of funds, in that activities of each fiscal 
period consist largely of giving effect to a budget enacted specifically for 
that period. This peculiarity is manifested in the accounting procedure for 
appropriations, revenue estimates, and tax levies, all of which operate on a 
fiscal-period basis. Thus, although the general fund as a legal entity enjoys 
continuous existence, its actual functioning depends upon regular periodic 
revival or renewal through legislative authorizations. In government, fiscal 
periods of one year predominate; but several states employ a biennial 
term. 

Elsewhere, it has been pointed out that the necessity of complying with 
legal provisions has an important effect upon governmental accounting. 
Operation within the limitations of the periodic budget is one legal pro- 
vision of great importance to the general fund. In order to make sure of 
conforming to budget limitations, general funds of any considerable size 
should employ two sets of accounts which, nevertheless, may be combined 
in one ledger. These groups are described as (1) budgetary and (2) pro- 
prietary. Budgetary accounts serve principally to record the legislative 
body’s authorization to spend for specified purposes and its estimate of 
revenue to be derived from various sources and therefore available for 
financing its authorizations. They represent potential revenues and poten- 
tial expenditures. 


43 
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To avoid exceeding the amount authorized to be spent for goods and 
services it is important to maintain a record, not only of expenditures 
already made bv recording of liabilities or payments of cash, but also of 
purchase orders not vet filled and other contracts outstanding for acquisi- 
tion of goods or services. Unfilled purchase orders and other contracts are 
expenditure transactions which have not vet reached the firm liability or 
cash disbursement stage, but even so they represent transactions which 
governmental accounting characterizes as encumbrances, or commit- 
ments. An encumbrance situation is proprietary in nature with respect to 
the contingent liability which it embodies (liability to pay for goods or 
sendees upon delivery), and budgetary in representing a future expendi- 
ture to be deducted from the total amount authorized for expenditure. 

The fiscal-year accounting cycle for a general fund begins with re- 
cording the budget enacted bv the governmental unit’s legislative body. 
Assuming that the budget for next year authorizes expenditures of 
$640,000 while providing for the raising of revenue in the estimated 
amount of 5650,000, an entry in the following form will be made: 

Estimated Revenues 650,000 

Appropriations 640,000 

Fund Balance 10,000 

It would be journalized in a general journal, on a journal voucher, in a 
register, or in some other representation of a journal, frequently electroni- 
cally or mechanically produced. 

The authority upon which such an entry is based is the budget legally 
enacted by the legislative body. Estimated revenues and appropriations 
(authorizations to spend) could be journalized in separate entries if so 
desired but the two elements arc interrelated in the budget so the two- 
part entry, in contrast with two separate entries, would seem to have 
the support of logic. Interpreted, the entry states in accounting terminol- 
ogy and form that the unit’s executive branch has authority to obtain 
$650,000 of revenue in the form of assets, of which it is authorized to 
spend $640,000, with $10,000 retained for unforeseen needs or for carry- 
over to the next year. 

If it appeared that the general fund might conclude the current year 
with an unused balance to its credit, the legislative body might see fit to 
finance part of the $640,000 appropriations for next year from the antici- 
pated balance. In that event, tax rates and tax levies would be adjusted to 
raise something; less than the amount appropriated, the difference to be 
obtained from unused resources to be carried from the current to the 
ensuing year. Assuming an expected excess of $20,000 or more, the legisla- 
tive body might provide for tax revenue of only $620,000. The entry for 
such a budget would be as follows: 

620,000 

20,000 


Estimated Revenues 
Fund Balance. . 
Appropriations , 


640,000 
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This entry means that the legislative body’s authorization is to be financed 
by resources of S20,000 expected to be on hand at the end of the present 
year and $620,000 expected to be raised through the following year’s 
collections. Both the Estimated Revenues and the Appropriations ac- 
counts are controlling accounts. Actual journal entries affecting them 
must show in detail the subsidiary accounts to be changed, in order that 
postings may be made to subsidiary ledger accounts. 

If part of the revenue anticipated to finance general fund activities is to 
be derived from property taxes, the legislative body will have provided 
for such a lev) 7 in the tax ordinance enacted as part of its budget. 
Assuming that a tax of $480,000 is levied, of which $8,000 is expected to 
be uncollectible, the following entry would be made: 


Taxes Receivable — Current 480,000 

Revenues 472,000 

Estimated Uncollectible Taxes — Current 8,000 


Taxes Receivable is a controlling account supported by detailed charges 
and credits to individual taxpayers’ accounts. It will be noted that provi- 
sion for estimated loss in the above entry is effected by considering the 
expected amount of loss as a reduction of revenue, in contrast with 
commercial practice, which would treat the entire lev) 7 as revenue, with 
the estimated loss recorded in a separate entry as an expense. The logic of 
this difference is that, in commercial practice, granting of credit is a 
managerial function; and credit losses, regarded as caused by errors in 
judgment, are expenses of management. In government, on the other 
hand, tax levies apply comprehensively to all taxpayers within the tax 
district; and if some taxes cannot be collected, the loss is inherent in the 
system and not a fault of administration. Furthermore, treating loss on 
uncollectible taxes as an expenditure would require the amount to be 
included in the appropriations for the period represented. Notwithstand- 
ing arguments against this method, it is sometimes required by law or 
ordinance. It will be illustrated in Chapter 15. 

Entries for collection of taxes receivable follow the pattern of entries 
for collection of accounts receivable. Assuming collections of $400,000 on 
taxes receivable, the following entry would be required: 


Cash 400,000 

Taxes Receivable — Current 400,000 


Individual taxpayers’ accounts will be credited for a total of the 
amounts received. 

Some revenue from taxes and other sources cannot be recorded until 
collections are received. Assuming collections of $424,000 of such reve- 
nue, the entry would be as follows: 

Cash 424,000 


Revenues 


424,000 
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Encumbrance {or commitment ) accounting 

The nature of encumbrances was discussed in a preceding paragraph. 
Not all encumbrances are formally recorded in the accounts of the fund. 
Since salaries and wages are rather definitely determined in advance for a 
whole year, many smaller units of government forego encumbering the 
appropriation for personnel costs. Commitments for transactions of rela- 
tively small size compared with the total to be spent for all purposes may 
safely be omitted without danger of overspending. Although not a com- 
mon situation for general funds, if the size of the fund is small, with no 
great volume of transactions, encumbrance accounting may sometimes be 
safely omitted. The standard encumbrance entrv for issuance of a pur- 
chase order or other similar transaction, assuming the amount of $9,000, 
would be as follows: 


Encumbrances 9,000 

Reserve for Encumbrances 9,000 


The Encumbrances account is a controlling account. Detail postings 
of amounts committed or encumbered will be made to subsidiary ledger 
accounts in a manner described elsewhere. A simple statement of the 
effect of the encumbrance recorded above is as follows: 


Total amount authorized for expenditure $640,000 

Amount encumbered 9,000 

Balance available for encumbrance and expenditure $6? 1.000 


A transaction passes from the encumbrance or contingent liability stage 
to the expenditure or firm liability stage when some action occurs to make 
the governmental unit liable for payment. This may be the receipt or 
acceptance of goods or services, or some other condition or occurrence 
recognized as creating an actual liability. Entry of the expenditure and its 
accompanying liability will be preceded by an entry reversing or can- 
celing the encumbrance. Assuming the purchase order to have been for 
S600 and the invoice for the same amount, the following entries would be 
made: 


Reserve for Encumbrances 600 

Encumbrances 600 

Expenditures 600 

Accounts Payable (or Vouchers Payable) 600 


The Expenditures account is a controlling account. In both the general 
and the subsidiary ledgers the Expenditures debit above replaces the 
amount previously carried as an encumbrance. It will be seen that at any 
sjiven time during a fiscal period the amount of authorizations remaining 
free and available for encumbrance and expenditure will be the excess of 
total appropriations over the sum of expenditures and encumbrances to 
date. Encumbrances, as used above, refers to those transactions which 
have not yet passed from the contingent to the actual Liability’ stage. 
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General fund liabilities are liquidated in the usual manner for such 
transactions, the following entry representing pavment in cash to the 
amount of $5.C00: 


Accounts Payable (or Vouchers Payable) 5,000 

Cash 5,000 


At the ends of fiscal periods, financial statements are prepared to 
exhibit the financial condition of the fund as well as to set forth other 
information of significance and value to those responsible for the adminis- 
tration of the fund. These will be treated in detail at a later time. 


Illustrative entries 

To illustrate the periodical accounting- cycle of a general fund, a series 
of summary transactions and entries will be shown for the imaginary* 
town of Lynn general fund, which, it will be assumed, had the following 
trial balance after closing at December 31, 196S: 


Debit Credit 

Cash S 30.000 

Taxes receivable — delinquent 90,000 

Estimated uncollectible taxes — delinquent $ 7,000 

Due from other funds 5,000 

Vouchers payable 21,000 

Fund balance 97.000 

$125,000 $125,000 


1. For 1969, the town board had adopted a budget that authorized expenditures 
totaling $900,000, to be financed from estimated revenue of $876,000 and 
the remainder from the fund balance: 


Estimated Revenues 876,000 

Fund Balance 24,000 

Appropriations 900,000 

2. A tax levy of $726,000 was made in compliance with a tax ordinance 
passed by the town board. It was estimated that $18,000 of the amount 
would be uncollectible: 


Taxes Receivable — Current 726,000 

Revenues 708,000 

Estimated Uncollectible Taxes — Current 18,000 


3. Pending collection of the taxes, the town issued tax anticipation notes of 
$230,000: 


Cash 230,000 

Tax Anticipation Notes Payable 230,000 


(The nature of tax anticipation notes will be explained in Chapter 14.) 

4. Purchase orders for supplies were issued in the amount of $169,000: 


Encumbrances 169,000 

Reserve for Encumbrances 169,000 


5. Additional encumbrances were recorded for $80,000 of serial bonds to 
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be paid by the general fund during the year, with interest of $42,000 on all 
bonds outstanding (usually recorded in debt service fund): 

Encumbrances 1 22,000 

Reserve for Encumbrances 122,000 

6. Payrolls approved during the year, without encumbrance, totaled $584,000: 

Expenditures 584,000 

Vouchers Payable 5S4,000 

7. Invoices of $163,000 were received on purchase orders encumbered for 
$161,000: 


Reserve for Encumbrances 161 .000 

Encumbrances ... 161,000 

Expenditures . . 1 6 3 . 000 

Vouchers Payable 165.000 

8. Current taxes of $654,000 and delinquent taxes of $61,000 were collected 
during the year: 


Cash .-14.000 

Taxes Receivable — Current 654.000 

Taxes Receivable — Delinquent 61,000 


9. Other revenue, which had not been accrued, received during the year 
amounted to $169,000: 


Cash 169,000 

Revenues 169,000 

10. Tax anticipation notes were paid in full, with interest of $4,600: 

Tax Anticipation Notes Payable 250.000 

Expenditures 4,600 

Cash 254,600 

(Although this transaction consisted of the disbursement of cash, the 
amount of the principal was not debited to Expenditures. $230,000 of the 
transaction was repayment of money which had been borroxved. The 
interest payment was an expenditure, as well as a disbursement, because 
it was for service received, the use of money. Borrowing money and 
repaying it did not affect the amount subsequently available for expendi- 
ture. Payment for use of the borrowed money did affect the amount of 
authorization available.) 

11. By the end of the year, all current-year taxes had become delinquent and 
with their allowance were transferred to that classification: 


Taxes Receivable — Delinquent 72,000 

Estimated Uncollectible Taxes — Current IS, 000 

Taxes Receivable — Current 72,000 

Estimated Uncollectible Taxes — Delinquent 18,000 


12. The bonds and interest referred to above became payable: 
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Reserve for Encumbrances 122,000 

Encumbrances 122,000 

Expenditures 122,000 

Matured Bonds Payable 80,000 

Accrued Interest Expense (or Interest Payable) 42,000 

13. The total amount due from other funds at December 31, 1968, was 
collected: 

Cash 5,000 

Due from Other Funds 5,000 

14. Supplies in the amount of 57,300 were received during the year from the 

stores fund. Of that amount, S900 was unpaid at the end of the year: 

Expenditures 7,300 

Due to Other Funds 900 

Cash 6,400 

15. Payments on vouchers payable during the year amounted to 5740,000: 

Vouchers Payable 740,000 

Cash 740,000 

16. Matured bonds and interest were paid: 

Matured Bonds Payable 80,000 

Accrued Interest Expense 42,000 

Cash 122,000 


(The liabilities debited above might have been passed through the 
Vouchers Payable account before payment if required by established 
accounting procedure.) 

17. The electric utility fund was billed for 55,000 in lieu of taxes: 


Due from Other Funds 5,000 

Revenues 5,000 


18. Delinquent taxes of 59,100 were adjudged to be uncollectible, and proper 
authorization w r as received for writing them oft: 


Estimated Uncollectible Taxes — Delinquent 9,100 

Taxes Receivable — Delinquent 9,100 


After the above transactions have been posted, the trial balance will 
appear as shown in Illustration 3-1. 

Depending upon the size and complexity of governmental fund opera- 
tions adjusting entries may be desirable for producing more precise finan- 
cial statements. They have been omitted here for brevity. 

General fund closing entries 

The major purpose of general fund closing entries is to dispose of the 
accounts employed during the year to measure compliance with the 
budget established by town of Lynn’s legislative body. These consist of 
Estimated Revenues (the standard established by the budget) and Reve- 
nues, and Appropriations (the standard established by the budget) and 
Expenditures and Encumbrances. A second important purpose of the 
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Illustration 3-1 

TOWN OF LYNN 
General Fund 

Before-Closing Trial Balance 
December 31, 1969 


Debit Credit 

Cash S 46,000 

Taxes receivable —delinquent 91,900 

Estimated uncollectible taxes — delinquent S 15,900 

Due from other funds 5,000 

Vouchers payable 28,000 

Due to other funds 900 

Fund balance 73,000 

Estimated revenues 876,000 

Revenues 882,000 

Appropriations 900,000 

Expenditures 880,900 

Encumbrances 8,000 

Reserve for encumbrances 8,000 

S 1.907.800 S 1.907.800 


closing entries is to transfer to Fund Balance the net difference between 
the balances of the standards accounts and of the accounts which meas- 
ured performance, i.c., Revenues, Expenditures, and Encumbrances. The 
required closing entries at December 31, 1969, arc as follows: 

Revenues 882,000 

Estimated Revenues 876,000 

Fund Balance 6,000 

To close Revenues and Estimated Revenues accounts and 
transfer the difference to Fund Balance. 

Appropriations 900,000 

Encumbrances 

Expenditures 

Fund Balance 

To close Appropriations, Encumbrances, and Expenditures 
accounts and transfer the difference to Fund Balance. 

After the closing entries have been posted, an after-closing trial balance 
of the fund would appear as in Illustration 3-2. 

Other forms of closing entries are available and have points in their 
favor. One of these consists of making a single compound entry to close 
each of the budgetary and proprietary accounts to be closed, with the net 
difference between total debits and total credits beinsj transferred to Fund 
Balance. Thus, Appropriations and Revenues would be debited, and Esti- 
mated Revenues, Encumbrances, Expenditures, and Fund Balance would 
be credited, the last for the balancing amount of Si 7,1 00. A third plan 
consists of closing by the first method, with Operating Clearance substi- 
tuted for Fund Balance. This would require an additional entry to transfer 
the balance of the Operating Clearance account to Fund Balance. By still a 


8,000 

880,900 

11,100 



3 — General funds: general operation 51 


Illustration 3-2 

TOWN OF LYNN 
General Fund 

After-Closing Trial Balance 
December 31, 1969 


Debit Credit 

Cash $ 46,000 

Taxes receivable — delinquent 91,900 

Estimated uncollectible taxes — delinquent $ 1 5,900 

Due from other funds 5,000 

Vouchers payable 28,000 

Due to other funds 900 

Reserve for encumbrances 8,000 

Fund balance 90,100 

5142,900 5142,900 


fourth method the 1969 sheets for Estimated Revenues, Revenues, Appro- 
priations, Expenditures, and Encumbrances may merely be removed from 
the ledger to a file and a direct posting of $17,100 made to the credit of 
Fund Balance. The exact form of the closing entry or entries is of 
secondary importance so long as the necessary accounts are put in balance 
and their net difference transferred to Fund Balance. Use of these various 
methods is not confined to governmental accounting. 

A balance sheet may be prepared from a before-closing trial balance 
by selection of the balance sheet accounts and making the proper adjust- 
ment of the Fund Balance account. The process is simplified if it can be 
postponed until the after-closing trial balance, which contains only bal- 
ance sheet accounts, has been prepared. Town of Lynn’s balance sheet 
at December 31, 1969, would appear as in Illustration 3-3. 

Illustration 3-3 


TOWN OF LYNN 
General Fund 

Balance Sheet, December 31, 1969 
Assets 

Cash 5 46,0 00 

Taxes receivable— delinquent $9 1 ,900 

Less: Estimated uncollectible taxes — delinquent 15,900 76,000 

Due from other funds 5,000 

Total Assets 5127,000 


Liabilities, Reserve , and Fund Balance 

Liabilities: 

Vouchers payable 528,000 

Due to other funds 900 

Total liabilities 5 28,900 

Reserve for encumbrances 8,000 

Fund balance 90,100 

Total Liabilities, Reserve, and Fund Balance 5127,000 
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Statement of changes in fund balance 

A second statement of value in the administration of general funds is a 
statement of changes in fund balance, comparable to the statement of 
changes in retained earnings used in management of corporations for 
profit. Statements of this hind mav be in cither summary or detailed form. 
The summary form is based upon the fact that the net change in fund 
balance during a fiscal period is the result of one or more of four common 
causes of a proprietary nature, which mav be itemized in the statement 
The detailed form is in the nature of a comparative summary of both 
budgetary and proprietary changes which either temporarily or perma- 
nently affect the fund balance during the period covered. 

The essential difference between the two forms of statement derives 
from the fact that budgetary entries have no permanent effect upon Fund 
Balance. Changes which are made in the Fund Balance account when the 
budget is recorded are canceled when the closing entries are made, as 
demonstrated in the following entries, the first to record an imaginarv 
budget, the second and third to close the budgetary accounts. 

Estimated Revenues 876,000 

Fund Balance 24.000 

Appropriations 900,000 

To record budget adopted by legislative body. 

Appropriations 

Fund Balance 

To close Appropriations account 

Fund Balance 

Estimated Revenues 

To close Estimated Revenues ac< 

Inspection of the changes brought about by the second and third entries 
will reveal that they exactly cancel those made by the first entry. 

Some accountants prefer to keep Fund Balance free of the effect of 
budgetary entries, which they do bv substituting Operating Clearance, 
Budgetary Surplus, or some such other titled account for Fund Balance in 
the budgetary entries. Unless that is done, during most of a fiscal period 
the balance of the account is a mixture of estimates and realities. Using 
one of the substitute accounts in the budgetary entry preserves Fund 
Balance as a strictly proprietary account. 

The four changes most likely to appear in the summary form of Fund 
Balance statement are as follows: 

1. The difference between actual revenues and actual expenditures during 
the period. 

2. Encumbrances recorded but not converted to firm liabilities during the 
period, and debited to Fund Balance as a reservation of fund surplus. 

3. Increases or decreases of reserves established in a prior period or periods. 

4. Direct debits or credits to Fund Balance to record correction of prior 


900.000 


900,000 


.876,000 


876,000 


rount. 
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period transactions. (Entering such changes in Fund Balance is disap- 
proved by many accountants.) 

An example of the summary form of statement, based upon town of 
Lynn transactions is shown in Illustration 3-4. 

Illustration 3-4 

TOWN OF LYNN 
General Fund 

Statement of Changes in Fund Balance for 1969 


Fund balance, December 31, 1968 597,000 

Add: Excess of revenues over expenditures: 

Revenues 5882,000 

Expenditures 880,900 

Excess 1,100 

$98,100 

Deduct: 

Encumbrances outstanding at end of year 8,000 

Fund Balance, December 31, 1969 $90,100 


Some administrators might prefer to list expenditures and outstanding 
encumbrances in the same section with the following results: 


Deduct: Excess of expenditures and encumbrances 
over revenues : 

Expenditures $880,900 

Encumbrances 8,000 

Total expenditures and encumbrances $888,900 

Revenues 882,000 

Excess of expenditures and encumbrances over 

revenues $6,900 


Subtracting the §6,900 from the year’s beginning balance would result in 
an ending balance of §90,100. The two forms are equally acceptable. 

The detailed form of Fund Balance change statement includes both the 
proprietary changes used above and the budgetary, self-canceling, 
changes previously discussed. A sample of the detailed form is shown in 
Illustration 3-5. 

Chronologically the change reported in the last section of Illustration 
3-5 occurred first That was when the budgetary entry was made. The 
other two occurred in closing. Estimated Revenues was debited to Fund 
Balance in the amount of $876,000 but Revenues was credited to it for 
§882,000. Expenditures and the $8,000 of unobligated encumbrances were 
debited to the Fund Balance for a total of $888,900 but the Appropriations 
account balance was credited to it for $900,000. 

No set rules can be given in a limited space for determining what 
information should be shown in a fund balance statement or exactly how 
it should be arranged. The primary requirement is to explain why Fund 
Balance showed one balance at the beginning of a period and another at 
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Illustration 3-5 

TOWN OF LYNN 
General Fund 

Statement of Changes in Fund Balance for 1969 


Fund Balance, December 31, 196S $ 97,000 

Add: Excess of actual over estimated revenues: 

Actual revenues $882,000 

Estimated revenues 876,000 

Excess 6,000 

Add: Excess of appropriations over expenditures and 
encumbrances: 

A ppropriations $900,000 

Expenditures and encumbrances* 888,900 

Excess 11,100 

Total beginning balance and additions $114,100 

Deduct: Excess of appropriations overestimated 
revenues : 

Appropriations $900,000 

Estimated revenues 876,000 

Excess 24,000 

Fund Balance, December 31. 1969 $ 90,100 


* Teii i> tar t c, r enccnibrsnccf so: yet converted to expenditure?. 


rhe end — from $97,000 to $90,100 in the town of Lynn problem. Had 
there been direct debits or credits to the account, for adjustment or 
correction of prior years’ transactions, or for increase or decrease of one 
or more reserves, those transactions would be reported in the addition or 
deduction section as required. 


Interim balance sheets 

The general fund balance sheet (Illustration 3-3) set forth financial 
condition at the end of a fiscal period. It may be desired to ascertain and 

Illustration 3-6 


TOWN OF LYNN 

General Fund Trial Balance, August 31, 1969 


Debit 

Cash $ 45,200 

Due from other funds 1,600 

Taxes receivable — current 256,000 

Estimated uncollectible taxes — current 

Taxes receivable — delinquent 52,000 

Estimated uncollectible taxes — delinquent 

Vouchers payable 

Due to other funds 

Estimated revenues 560,000 

Revenues 

Appropriations 

Encumbrances 100,000 

Reserve for encumbrances 

Expenditures 312,800 

Fund balance 


$1,327,600 


Credit 


$ 12,000 

6,000 

76.000 
8,400 

481,200 

600,000 

100,000 

44.000 
$1,327,600 
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exhibit financial condition at some date during the period by preparation 
of an interim balance sheet. The purpose of an interim balance sheet is to 
give a basis for judging the fund’s financial ability to meet requirements 
for the remainder of the fiscal period. It would provide a comparison 
between the sum of actual and potential assets and the sum of actual and 
potential liabilities. Such a statement would include both proprietary and 
budgetary accounts as they stand at the date of preparation. To illustrate 
an interim statement, let it be assumed that town of Lynn has the trial 
balance shown in Illustration 3-6 at an intermediate date. 

A balance sheet for the town of Lynn general fund at August 31, 1969, 
including both proprietary and budgetary accounts, would appear as 
shown in Illustration 3-7. ' 


Illustration 3-7 


TOWN OF LYNN 
General Fund 

Balance Sheer, August 31, 1969 
Assets and Resources 


Cash $ 45,200 

Due from other funds 1,600 

Taxes receivable— current 5256,000 

Less : Estimated uncollectible taxes — current- 12,000 244,000 

Taxes receivable — delinquent 5 52,000 

Less: Estimated uncollectible taxes — 

deb’nquent 6,000 46,000 

Estimated revenues 5560,000 

Less: Revenues 481,200 78,800 

Total Assets and Resources S41 5,600 


Liabilities, Appropriations, Reserves, and Fund Balance 

Liabilities: 

Vouchers payable 

Due to other funds 


Total liabilities 

Appropriations 5600,000 

Less: Expenditures 5312,800 

Encumbrances 100,000 412,800 

Reserve for encumbrances 

Fund balance 

Total Liabilities, Appropriations, 

Reserves, and Fund Balance 


5 76,000 
8,400 


5 84,400 


187,200 

100,000 

44,000 


5415,600 


Meaning of fund balance 

It may have been noted that the Fund Balance account of the general 
fund is markedly different from the Retained Earnings account of private 
corporations. The latter account, under conservative practices, records 
the difference between net earnings from operations to date and distribu- 
tions that have been made from those earnings. On the other hand, Fund 
Balance may be characterized as largely a balancing figure, the difference 
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between assets on the one hand and the sum of liabilities and appropriated 
reserve items on the other. Appropriated reserve items are equity accounts 
for fund assets which are held for some special purpose or are not 
available for financing further activities of the fund because they are 
already committed in a contingent manner. One example of assets held for 
some special purpose and for which an appropriated reserve should be 
established is inventory of supplies and materials. Another example is the 
case of a revenue fund which wishes to record in the fund fixed assets 
being held for sale. If this is done the assets should be balanced by a 
reserve of equal amount. 

Assets not available for future financing because of previous commit- 
ments arc those offsetting a reserve for encumbrances. This does not mean 
that assets are segregated and definitely marked to cover a reserve for 
encumbrances but rather that the amount of such a reserve must be taken 
into account in determining the amount of “free” assets. The Fund 
Balance account signifies the amount of assets that have been made availa- 
ble for fund use but have not to date been used or set aside for some 
special purpose. 

It has been suggested that in the preparation of fund balance statements 
a further refinement of fund balance might be made by showing what 
part of the equity it represents is in the form of cash and what part is in 
the form of noncash assets. If all cash of a general fund is offset by current 
liabilities, it may mean that the Fund Balance account balance is mislead- 
ing, in that the assets it represents mav not be available for immediate use. 
Where this fact is significant, it has been suggested the fund balance may 
be separated into two figures: one called “cash balance” and representing 
cash actually available for expenditure, and the other referred to as “other, 
or noncash, fund balance.” The importance of this classification is some- 
what minimized by the fact that if a fund has assets of sound value, even 
though they be in noncash form, the fund can proceed with expenditure, 
obligation, and disbursement through the device of short-term borrowing. 


Appropriations or reservations of fund balance 

Reservations of portions of a fund balance represent equities in assets 
that are not presently available for expenditure by the fund or that are 
expected to be required in meeting obligations that will grow out of 
encumbrances already assumed. As mentioned previously, a reservation 
should be made for an inventory of materials and supplies to be carried on 
the fund balance sheet. The theory supporting this practice seems to be 
that the amount in this account is so restricted that it is not readily 
available for financing additional expenditures. 

Assuming that a physical inventory of materials and supplies is to be 
recorded on the general fund books, an acceptable entry for the purpose 
would be as follows: 
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Inventory of Materials and Supplies 3,000 

Expenditures 3,000 


Since the $3,000 worth of supplies have not been used they are not 
actually expended at this date: 


Fund Balance 3,000 

Reserve for Inventory of Materials and Supplies 3,000 


If a perpetual inventory is maintained, materials and supplies purchased 
during the fiscal period should be debited to Inventory of iMaterials and 
Supplies. If this method is used, all issues or consumption would be 
debited to Expenditures and credited to Inventory of Materials and Sup- 
plies. Whatever method is employed for recording current purchases, the 
Reserve for Inventory of Materials and Supplies account should be ad- 
justed to agree with the amount of the physical inventory at the end of 
each period, by a debit or credit to Expenditures. In the event that the 
book inventory agrees with the physical inventory but differs from the 
inventory reserve, the latter should be increased or decreased as required, 
with an offsetting adjustment to Fund Balance. 

Reservation of fund balance in the form of a reserve for encumbrances 
may be necessary because of purchase orders or other commitments issued 
in a given fiscal period but not converted to actual obligations before the 
period end. To explain, if purchase orders totaling $3,000 have been issued 
but not filled before the end of a fiscal period, a contingent liability exists; 
failure to provide for meeting this liability out of the current year’s funds 
shifts the burden to the following fiscal period. This can be prevented by 
closing the Encumbrances account and the Reserve for Encumbrances 
account which record the $3,000 commitment (crediting the former and 
debiting the latter), and following this with an entry debiting Fund 
Balance and crediting Reserve for Encumbrances, each for $3,000. The 
net effect of these two entries may be obtained in one entry debiting Fund 
Balance and crediting Encumbrances, each for $3,000. 

Another device, not entirely unlike reserving fund balance, is the 
indeterminate appropriation. A legislative body may see fit to authorize in 
one period an expenditure that cannot be accomplished until a later 
period. The amount of appropriation necessary to cover the future ex- 
penditure may be left in the Appropriations account at the end of the year 
and shown in the balance sheet as an equity with some such title as 
Unencumbered Appropriations. Or the amount may be formally trans- 
ferred to an account with that caption. 

Other treatments of unobligated encumbrances 

The foregoing paragraph discusses one method of accounting for out- 
standing commitments or encumbrances at the end of a fiscal period. Two 
others arc available and are sometimes used, as shown below: 
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1. The Encumbrances account and the Reserve for Encumbrances account 
may be left on the books with the balances shown by them at the end of the 
fiscal period. This procedure retains a record of the encumbrances but pro- 
vides no means for financing them or for including their effect in the fund 
balance sheet, as a reduction of fund balance. 

2. The Encumbrances account and the Reserve for Encumbrances account 
may be closed by crediting the former and debiting the latter. This procedure 
not only keeps the commitments out of the fund balance sheet but also re- 
moves the record from the ledger. It can be justified only if orders not filled 
at the end of a period arc actually canceled. 

The question arises as to procedures which may be followed in the 
subsequent fiscal period if an appropriation of fund balance has been made 
to cover the commitment: 

1. The expenditure, when made, could be debited to the Reserve for Encum- 
brances, instead of to Expenditures, in an entry such as the following: 


Reserve for Encumbrances 3,000 

Vouchers Payable 3,000 


To record liability for purchase orders issued in prior periods. 

2. The expenditure, when made, could be debited to some such account as 
Expenditures Chargeable to Reserve for Encumbrances, to differentiate 
this particular expenditure from those authorized in the current year’s 
budget. The entry under this method would be as follows: 


Expenditures Chargeable to Reserve for Encumbrances* 3,000 

Vouchers Payable 3,000 


To record liability for purchase orders issued in prior periods. 


* Or to ‘‘Prior Year’s Appropriations.” 

Had the required expenditure exceeded the amount encumbered for it, at 
the end of the period the expenditure would have been closed to Reserve 
for Encumbrances (S3, 000) and to Fund Balance for the excess. A similar 
procedure would be applicable for an excess of reserve over expenditure, 
except that the excess would have been credited to Fund Balance. 

A third suggestion for action in the new period has been made to the 
effect that the encumbrance may be reestablished in the new period by 
debiting Encumbrances and crediting Appropriations (much as though 
the previous period had not ended); from there on, the transaction may 
be handled in the same manner as a current-year order. A prerequisite to 
this entry would be a formal ordinance in the new year by the legislative 
body, to give its approval to the commitments incurred in the preceding 
year. 

If the purchase order or other final evidence of obligation is less than 
the amount reserved for it, the excess of reservation should be released for 
other use in the following manner: 
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Reserve for Encumbrances 300 

Fund Balance 300 


To adjust for order encumbered in amount of $ 3 ,000, final cost of 
which order was 52,700. 

If fund balance is not appropriated for orders or contracts outstanding 
at the end of a fiscal year, presumably they were canceled, or provision 
was made for such a situation when the subsequent year’s budget was 
enacted. If the Encumbrances account and the Reserve for Encumbrances 
account were carried over from the preceding period, no further action is 
necessary. When the order is filled, it will be recorded as an expenditure 
of the current year. If the encumbrance and related reserve were written 
off the books, they should be restored at the beginning of the new period. 
From that point the transaction is treated as a current activity. 

Miscellaneous receipts 

General funds of considerable size are very likely to experience, from 
time to time, irregular receipts of money from miscellaneous sources not 
logically related to their regular functions. Examples of the kinds of 
receipts referred to here are refunds of amounts spent in prior years, 
proceeds from sale of incidental assets, random income, and collection of 
taxes previously written off. 

Transactions of those kinds, being of irregular nature, do not fit well 
into standard revenue classifications, such as those described in Chapter 4. 
Some items of this category may be classified as “other revenue,” but 
others may not, except with some distortion. If infrequent in occurrence 
and small in amount, they may, by compromise, be credited to Fund 
Balance. Some authorities recommend a supplementary account captioned 
Surplus Receipts for these miscellaneous amounts. 

Collections of taxes that had been written off can well be recorded 
without using either a revenue account or the Fund Balance account. One 
possibility is to reverse the entry that wrote off the taxes and then record 
the transaction as a routine collection, as in the following pair of entries: 


Taxes Receivable 200 

Estimated Uncollectible Taxes 200 

To reverse the entry that wrote off taxes as uncollectible. 

Cash 200 

Taxes Receivable 200 

To record collection of taxes previously written off. 


Since Taxes Receivable is a controlling account, both of the above 
entries will be posted to the individual tax record of the taxpayer who 
made payment. 

It is believed that the same end could be accomplished by compressing 
into one the two entries illustrated above, the resulting entry being as 
follows: 
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Cash 200 

Estimated Uncollectible Taxes 200 


Whatever method is used for recording collection of taxes previously 
written off, utmost care should be exercised to assure that the taxpayer 
receives credit in his subsidiary account. This is true because unpaid taxes 
may constitute a cloud upon title to property. Collection of taxes pre- 
viously Avritten off is sometimes attended bv a number of complications. 
These svill be discussed, with some repetition, in Chapter 15. 

Other unusual features of general fund accounting 

In addition to possessing the fundamental difference between govern- 
mental and commercial accounting, general fund accounting is different in 
two other wax's: 

1. Although fixed assets are purchased by general fund expenditures, the}’ 
arc not included among general fund assets. In the first place, fixed assets are 
not likely to be owned for exclusive use in general fund operations. They 
make no contribution to general fund revenue, and their depreciation is not 
a charge to general fund expenditures. In the second place, fixed assets pro- 
vide no security for payment of general fund liabilities and therefore should 
not influence general fund equities. If, for any unusual reason, an amount of 
fixed assets is carried in general fund accounts, their book A-alue should be 
balanced by an appropriated reserve account, thereby keeping their effect 
out of the Fund Balance account. 

2. Long-term liabilities, although eventually to be liquidated through gen- 
eral fund appropriations, are not carried in the general fund records. In an 
earlier part of this chapter, it was pointed out that financial operations of a 
general fund are conducted more or less on a year-to-year basis, xvith annual 
renewal of its assets from tax levies and other sources. If long-term liabilities 
xvere to be paid by the general fund they Avould be liabilities of the fund in 
the year in Avhich assets for payment are provided. This general rule has 
lost practically all of its significance. Debt service funds are nosv recom- 
mended for use in paying long-term debts not payable by intragovemmental 
service or enterprise funds. 
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QUESTIONS 

1. In your opinion is the balance sheet of a municipal general fund a 
reliable indicator of the municipality’s financial condition? Explain. 

2. In the balance sheet of an enterprise for profit it is important to classify 
assets and liabilities as current or long-term. Is this true for the balance 
sheet of a governmental unit general fund? Explain. 

3. A certain governmental unit is so small that it needs only one fund. It 
owns a quantity of fixed property, of which it wishes to maintain a 
formal record without establishing a general fixed assets group. How 
can the record of this fixed property be incorporated in the unit’s gen- 
eral fund without distorting the fund’s real balance? 

4. Explain the meaning or significance of the fund balance in a balance 
sheet. 

5. In a certain governmental unit $10,000 par -value of serial bonds are to 
be paid by the general fund on February 1, 1969. Should this liability 
appear in the governmental unit’s balance sheet at December 31, 1968, if 

a) There had been an appropriation for the payment in the 1968 budget? 

b ) An appropriation for payment of the debt was included in the 1969 
budget? 

(This question assumes a debt service fund is not maintained for payment 
of bonds.) 

6. At December 31, 1969, a governmental unit had outstanding a requisition 
for repair service in the amount of $361. Before the annual audit for 
1969 was made the service had been received at an actual cost of $385. 
At what amount should the auditor include this encumbrance in the total 
of encumbrances to be shown in the December 31, 1969, balance sheet? 

7. Is it sound policy for a governmental unit to make a practice of carrying 
a large fund balance in its general fund from one year to another? 
Explain. 

8. What was formerly called Reserve for Uncollectible Taxes is now called 
Estimated Uncollectible Taxes. Do you think some similar change should 
be made in Reserve for Encumbrances? Defend your answer. 

9. In a statement of changes in fund balances the following differences be- 
tween actual compared with estimated revenue occurred during the year: 


Revenues $ 4,000 deficiency 

Expenditures 10,000 deficiency 

Reserve for encumbrances 6,000 deficiency 

Reserve for supplies inventory 3,000 excess 


What was the excess or deficiency of actual fund balance compared with 
estimated or expected, fund balance at the end of the year? 

10. A governmental unit maintains a perpetual inventory of materials and 
supplies, with an average balance of $20,000. It is expected that the 
inventory will be about normal at December 31, 1968. Estimated usage of 
materials and supplies during 1969 is $139,000. How much should be 
appropriated for materials and supplies purchases in the 1969 budget? 
Explain. 
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11. Some contend that the fund balance account at the end of a year should 

represent only the excess of cash over total liabilities and that the gov- 
ernmental unit’s equity in noncash assets should be accounted for in 
some sort of a reserve account. What is your opinion of the validity of 
this position? X'-fec L\ UA9 

12. It is said that while a governmental fund has legal existence in perpetuity, 
from a financial and operating point of view it exists on a year-to-year 
or biennium-to-biennium basis. Explain. 

13. The city of Holton fiscal year ends on September 30. Near the end of 
September, 1968, a purchase order for $2,200 was issued. Delivery was 
received on October 11 of the same year. Demonstrate by illustrative 
journal entries the accounting which should have been made for the 
purchase under each assumption stated below. Where necessary, also 
make the September 30 entries. 

a) The encumbrance entry was reversed at September 30 and a new 
one made in October. 

b) A reservation of fund balance was made to cover the estimated 
amount of the purchase. When the purchase was recorded it was 
differentiated from fiscal 1969 transactions. 

c) A reservation of fund balance was made at September 30. The pur- 
chase order was confirmed by a special appropriation in October. 

14. At the end of a fiscal period certain accounts of a general fund had the 
following balances: Appropriations, $526,000; Estimated Revenues, 
$523,000; Expenditures, $514,000; Revenues, $521,000. Appropriations in- 
cluded an authorization for an $8,400 expenditure which could not be 
consummated until the following year and no purchase order had been 
issued on it. Make what you think to be an appropriate closing entry or 
closing entries for the above information, including all accounts. 

Jodhpur University Library 

PROBLEMS 

1. Below is given an alphabetical list of accounts of a general fund, with a 
balance for each one except Fund Balance. You arc required to identify 
the nature of each account (whether debit or credit) by preparing a 
trial balance with accounts listed as in this problem and using the balances 
shown, except for the missing balance. You are required to do the following 
things: 

a) Arrange the following account titles and balances into a trial balance. 
All account balances except those of Cash in Bank and Fund Balance 
are normal. The balance of Fund Balance account will have to be deter- 
mined. Accounts may be left in their present order. 

b) Make a proper closing entry, assuming December 31, 1969, was the 
end of a fiscal year. 

c) Assume that the Fund Balance account had a balance of $13,000 in 
the list of accounts, that all other balances were the same as listed, and 
that only normal entries had been made in the account during 1969. 
What was the balance of the account after closing at December 31, 1968? 
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TOWN OF HAYESVILLE 

General Fund 
December 31, 1969 


Accounts payable $ 15,100 

Accounts receivable 2,200 

Allotments 502,200 

Bond principal and interest payable* 20,700 

Cash on hand 5,200 

Cash in bank (overdraft) 400 

Commitments 17,000 

Due to electric fund 500 

Equipment held for sale (appraised value) 200 

Estimated revenues 460,300 

Estimated uncollected taxes receivable 21,600 

Expenditures 499,100 

Expenditures — prior year’s appropriations 3,200 

Fund balance ? 

Investments — U.S. Treasury bills 21,200 

Judgment payable 3,000 

Materials and supplies inventory 18,500 

Prepaid taxes — property owners 1,600 

Reserve for commitments 17,000 

Reserve for commitments — prior year 3,200 

Reserve for materials and supplies inventory 18,500 

Revenues 462,900 

Taxes receivable 51,100 

Unallotted appropriations 8,400 

Unpaid salaries and wages 6,700 

Withholding taxes payable 2,300 


* The National Committee on Governmental Accounting now recommends that long- 
term debts, other than those of an intragovemmental service or enterprise fund, be paid by a 
debt service fund. 


2. On page 50 is an illustration of closing entries for the town of Lynn 
general fund at December 31, 1969. To illustrate the result of using 
Operating Clearance to keep the effect of budgetary debits and credits 
from getting into Fund Balance you are required to do the following 
things: 

a) Make the entry which was made to record the fund’s budget for the 
year 1969, using Operating Clearance to balance the difference between 
estimated revenues and appropriations. 

b ) Make the closing entries for December 31, 1969, to close all the ac- 
counts which needed to be closed at the end of 1969. Give brief 
explanations. 

3. At September 30, 1968, the Fund Balance account of town of X general 
fund showed a credit balance of S3 1,000 after closing entries. 

The entry made October 1, 1968, to record the fiscal year 1969 budget 
was: 

Estimated Revenues 

Appropriations 

Fund Balance 

To record budget for fiscal year ending 
September 30, 1969. 

There were no amendments of the budget during fiscal 1969. 


.789,400 


771,800 

17,600 
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The September 30, 1969, closing entry was as follows: 

Revenues 791,900 

Appropriations 771 ,800 

Fund Balance 13,500 

Expenditures 

Estimated Revenues 

Encumbrances 

To close temporary accounts for fiscal 1969, and trans- 
fer their net balance to Fund Balance account. 

During fiscal 1969 the fund received $45 cash as a refund on an expenditure 

of a prior year. The amount was credited to Fund Balance. 

a) You arc required to prepare a detailed statement of changes in town of 
X general fund balance during the fiscal year 1969, using the information 
detailed above. 

b) What difference would it make in the statement if a Reserve for Mate- 
rials and Supplies Inventory had been established from Fund Balance, 
the amount being S8,000? In which section of your statement would the 
$8,000 be shown and what would be the amount of Fund Balance at 
September 30, 1969? 


769,300 

789,400 

18,500 


4. At December 31, 1968, the village of Hopewell current fund had the 
following after-closing trial balance: 


Debit Credit 

Cash on hand and in bank $ 6,320 

Due from school corporation 1,980 

Taxes receivable 31,666 

Estimated uncollectible taxes $12,407 

Interest and penalties receivable 1,884 

Estimated uncollectible interest and penalties 739 

Due to water fund 108 

Vouchers payable 3,615 

Accrued expenses 433 

Fund balance 24.548 


S41.850 $41,850 


During 1969 the following transactions, stated in summary form, took 
place: 

(1) The village board approved a budget which provided for revenues of S713.000 and 
expenditures of $716,000. 

(2) The revenue budget for 1969 included an estimate of $100,500 from miscellaneous 
revenue. The remainder of estimated revenue was to be provided by a property tax 
levy that, with shrinkage of 2 percent on account of uncollectibles, would yield the 
required amount. The required amount was levied. 

(3) Total commitments for commodities and services, except personal services, 

amounted to $652,300. ' 

(4) Additional interest and penalties charged on past due taxes during the year totaled 
$3,864, of which one third was deemed uncollectible. 

(5) Personal services of $59,040 were vouchered and paid during 1969. (May be entered 
as one transaction — a cash payment.) 

(6) Supplies which had cost $1,419 were transferred to the school corporation during 
1969. 
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(7) Collections during the year were as follows : 


Taxes $618,100 

Interest and penalties 2,017 

Due from school corporation 2,320 

Miscellaneous revenues (not accrued) 101,200 


(May be recorded as one compound entry.) 

(8) Taxes receivable of $13,600 and interest and penalties of $81 1 were written off as 
uncollectible. 

(9) $2,801 of this year’s tax levy was canceled because of duplications. 

(10) Invoices totaling a net amount S641,100, applying to purchases and contracts which 
had been encumbered at $639,070, were received during the year and vouchered, 
with which was included the accrued expense at the beginning of the year and the 
amount due to the water fund. 

(11) Vouchers payable totaling $643,840 were paid. 

(1 2) Expenses incurred but not yet recorded at the close of business at the end of the year 
totaled $516. 

You are required to do the following things: 

a) Make T accounts and record the balances of village of Hopewell’s 
current fund accounts at December 31, 1968. 

b) Record the 1969 transactions. (See next part.) 

c ) Post to ledger accounts. For parts ( b ) and ( c ) it is permissible, but 
not required, to post directly from the transactions to the T accounts. 

d) Take a trial balance as of December 31, 1969. 

e ) Make a closing entry or closing entries, including a reservation for 
outstanding encumbrances. 

f) Prepare a balance sheet for December 31, 1969. 

g) Prepare a detailed statement of changes in fund balance. 


At June 30, 1969, city of Greenfield general fund had the trial balance 
shown below; 



Debit 

Credit 

Accounts payable 

$ 456,200 

$ 463,100 

Allotments 


431,200 

Cash 

484,800 

456,200 

Encumbrances 

347,200 

341,500 

Estimated revenues — miscellaneous 

61,200 

Estimated revenues — taxes 

Estimated uncollectible interest and 

381,500 


penalties 

5,700 

11,600 

Estimated uncollectible taxes 

14,600 

29,200 

Expenditures 

Expenditures chargeable to reserve for 

429,100 

encumbrances 

14,300 


Fund balance 

32,600 

Interest and penalties receivable 

32,800 

20,100 

Reserve for encumbrances 

341,500 

361,500 

Revenues — miscellaneous (cash) 

59,300 

394,500 

395,900 

Taxes receivable 

436,200 

Unallotted appropriations 

431,200 

439,600 


$3,436,300 

S3, 436,300 
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You are required to determine amounts and make journal entries which 
will show, in summary form, the transactions of the fund during the fiscal 
year 1969. Give a brief explanation for each entry. You may assume that 
(a) only routine transactions occurred during the year and ( b ) all ex- 
penditures were routed through Accounts Payable. At the end of fiscal 
year 1968 Interest and Penalties totaled $13,900, with an estimate of $5,200 
as being uncollectible. Estimated collectible interest and penalties revenue 
is credited to Revenues — Taxes. Make your entries in the following order: 
budgetary entry, tax levy, allotment, charging of interest and penalties, 
issue of purchase orders and contracts, cash collection, reversing of en- 
cumbrances, recording of all expenditures, writing off taxes and interest 
and penalties, and payment of accounts payable. It is important to note 
that amounts shown for each account are total debits and total credits, 
including beginning balance, in each account during the year. In some 
cases, c.g., Allotments, the amount shown happens to be also an ending 
balance. (1969 levy, $394,100; estimated loss, $12,100.) 

6. A new bookkeeper employed by the town of Bentonvillc began his duties 
on January 20, 1969, following departure of his predecessor. Records of 
the town appeared to be in general disorder, as well as mostly fragmentary. 
He began by selecting the general fund for immediate attention and dis- 
covered what appeared to be fairly dependable records of four items as 
follows, correct for December 31, 1968: 


Cash (confirmed from hank statements) $40,000 

Inventory of supplies 10,000 

Accounts payable 35,000 

Due to water fund 700 


Further investigation over a period of time revealed the following addi- 
tional information about Bcntonvillc’s general fund, on or before the end 
of 1968: 

(1) After diligent search and extensive use of adding machines the new bookkeeper 
arrived at $45,000 as the amount of prior years' taxes uncollected at January 1, 1968, 
and at $175,000 as the probable amount of the levy for that year. 

(2) From adding machine tapes, deposit slips, copies of tax receipts and other similar 
evidence he recorded as the apparent amounts which had been collected during 1968, 
$20,000 on prior years’ levies and $140,000 on the 1968 levy. Also, he found that 
some property owners, for federal income tax purposes, had prepaid $4,000 on 
taxes payable in 1969. 

(3) Recognizing that some taxes might have been paid without a careful record having 
been made, the bookkeeper set up liberal estimates for uncollectible taxes, for Decem- 
ber 31, 1968. He provided $15,000 for prior years’ taxes and $10,000 for the 1968 
levy. 

(4) Statements from the central stores fund showed $5,000 due to that fund and other 
evidence showed $2,000 due from the street fund. Both of these amounts were con- 
firmed by the affected funds. 

(5) An inventory of supplies, adjusted back to December 31, 1968, indicated that the 
list should have totaled about $12,000, except that it included a $300 office machine. 

(6) Shortly after the new bookkeeper’s arrival an invoice for $180 was received for 
services rendered for the city in 1968. The order for the services had been encumbered 
in the amount of $185 at the time of its issue on December 1 1. 

(7) A quantity of supplies with an invoice for $418 was received during January, 1969, 
shortly before the new bookkeeper’s arrival. No formal encumbrance for the pur- 
chase order, dated November 30, 1968, had been made but a copy showed a tentative 
price of $410. No other similar bills were found. 



3 — General funds: general operation 67 


(8) It was found that the town board, in making its 1968 tax levy, had provided for the 
maturity, on February I, 1969, of 520,000 of serial bonds, with $2,500 interest due 
at the same time. 

(9) When the bookkeeper showed the town board his preliminary adjusted figures for 
December 31, 1968, members of the board recognized a number of prior years’ 
tax bills which they considered uncollectible and instructed him to write off an 
amount that totaled $2,000 before setting up his records for the beginning of 1969. 

Using the foregoing information prepare for the town of Bentonvilie 
general fund a trial balance which would be acceptable for opening a 
ledger as of the beginning of business January 2, 1969. 

The town of New Madison current fund had the following after-closing 
trial balance at April 30, 1968: 


Debit Credit 

Cash $ 1,860 

Taxes receivable — delinquent $57,400 

Estimated uncollectible taxes — delinquent 18,300 

Interest and penalties receivable 2,469 

Estimated uncollectible interest and penalties 1,327 

Materials and supplies inventory 15,480 

Vouchers payable 3,440 

Withholding taxes payable — employees 4,210 

Accrued payroll taxes — employer 1,677 

Reserve for materials and supplies inventory .• 15,480 

Reserve for encumbrances 5,43 1 

Fund balance 23,624 

$75,349 $75,349 


During the six months ended October 31, 1968, the following transactions, 
in summary form, occurred: 


(1) The budget for fiscal 1969, enacted in the prior fiscal year, was recorded with esti- 
mated property tax revenues of $182,000, estimated revenues from other sources 
$97,000, and appropriations of $270,000. (Record revenues as Estimated Revenues 
— Property Taxes and Estimated Revenues — Other Sources.) 

(2) The town board authorized a temporary loan of $30,000 in the form of a 120-day 
note payable and the loan was obtained at a discount of 6 percent per annum. 
(Debit Expenditures for discount.) 

(3) Also at its first meeting, the town board enacted a supplemental appropriation to 
cover commitments assumed from the prior year. 

(4) The property tax levy for fiscal 1969 was recorded. Net assessed valuation of 
taxable property for the year was $3,800,000 and the tax rate was $5.10 per 
hundred. It was estimated that 4 percent of the levy would be uncollectible. Classify 
this tax levy as current. 

(5) Purchase orders, contracts, etc., in the amount of $93,150 were issued to vendors 
and others. 

(6) $93,700 of current taxes, $24,100 of delinquent taxes, and interest and penalties of 
$1,016 were collected. Due to delinquencies in payment of the first installment of 
taxes, additional penalties of $1,413 were levied (credit Revenues — Property 
Taxes). Journalize in two entries. 

(7) Total payroll during the first six months was $46,209. Of that amount, $1,892 was 
withheld for employees’ FICA tax liability, $6,331 for employees’ federal income 
tax liability, $1,942 for state taxes and the balance was paid in cash. (Do not voucher 
payment to employees.) 

(8) Revenues from sources other than taxes were collected in the amount of $31,050. 

(9) Amounts due the Internal Revenue Service and State Revenue Department were 
vouchered as follows: 
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(a) SI, 741 of FICA taxes on employees. 

(b) 51,503 of employees’ state taxes. 

(c) S4,S89 of employees’ federal income tax withholding. 

(d) All withholdings and accrued payroll taxes unpaid at April 30, 1968. 

(e) Employer's share of payroll taxes for this half-year, $2,576. (Not previously 
recorded.) 

(For present purposes, amount due state and federal governments may be vouchercd 
in one amount.) 

(10) Purchase orders and contracts encumbered in the amount of 586,070 were filled at a 
net cost of 586,49 1 , which was vouchercd. The town does not operate Materials and 
Supplies Inventory as a perpetual inventory account. 

(1 1) 597,146 cash was paid on vouchers payable and credit for cash discount earned was 
SS03. (Credit Expenditures.) 

(12) By direction of the town board, the town’s depository charged the temporary loan 
to the town’s bank balance. 

During the second six months the following transactions occurred: 

(13) Due to a change in a state law, effective July 1, it appeared the town would receive 
S 10,000 less state revenue than was estimated. An entry was made to correct the 
revenue estimate but no reduction of appropriations was made. 

(14) Purchase orders and other commitment documents in the amount of $95,404 were 
issued during the latrcr six months. 

(15) Property taxes of 5530 and interest and penalties receivable of 5109, which had been 
written off in prior years, were collected. Twenty-one dollars of additional interest 
which had accrued since the write-off was collected at the same time. (Credit 
Revenues — Property Taxes for additional interest.) 

(16) Personnel costs, excluding the employer’s share of the FICA tax, totaled $31,817 
for the second six months. Withholdings amounted to $5,388 and the balance was 
paid in cash. (Do not voucher.) 

(17) The county board of review discovered unasscsscd properties of a total taxable value 
of S 5 1 .000 located within the town boundaries. The owners of these properties were 
charged with taxes at the town rate of $2.00 per hundred dollars assessed value. 

(18) Current taxes of 571,310, delinquent taxes of 59,201, interest and penalties of 
S 1,032 and miscellaneous revenue of 554,2 12 were collected. No part of any of these 
amounts was included in any other transaction. 

(19) Interest and penalties, estimated to be 30 percent uncollectible, were charged in the 
amount of 52,100. 

(20) All unpaid current year’s taxes having become delinquent after the first Monday in 
November were transferred to that classification. 

(21) Amounts vouchercd to the Internal Revenue Service during the second half-year 
were the following: 

(a) All withholding taxes which had not been remitted at October 31. 

(Z>) 54,036 of deductions withheld since October 31. 

(r) $914 for the employer’s share of FICA taxes. This tax had not previously been 
recorded. 

(22) Invoices and bills for goods and service which had been encumbered at $96,218 were 
received in the amount of 595,413 and were vouchercd. 

(23) Personal property taxes of $3,994 and interest and penalties of 5418 were written off 
because of inability to locate the property owners. 

(24) A physical inventory of materials and supplies at April 30, 1969. showed a total of 
517,321. 

(25) A special project authorized in the fiscal 1969 budget at an estimated cost of 58,307 
was neither started nor encumbered during the year. The town board directed that it 
be formally recorded as an unencumbered appropriation. (List after Reserves in 
balance sheet.) 

(26) Payments made on vouchers during the second half-year totaled $99,842. 

(27) Analysis of payroll records revealed that the town’s unrecorded payroll tax 
amounted to 5763 at April 30, 1969. 
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You are required to do the following things: 

a) Open ledger accounts for the trial balance at April 30, 1968. 

b) Journalize and post transactions for the first six months of fiscal 1969. 

c) Take a trial balance for October 31, 1968. 

d) Prepare an interim balance sheet for October 31, 1968. 

e) Journalize and post transactions for the second half of fiscal 1969. 

f) Journalize closing entries on a basis consistent with that of the previous 
rear. (This alludes to the handling of outstanding encumbrances.) Post 
the closing entries. 

g) Prepare a balance sheet for April 30, 1969. 

8. Information concerning the accounting records of the city of Bruceville 
at December 31, 1969, is presented below: 


CITY OF BRUCEVILLE 
General Fond 

Partial General Ledger Trial Balance (Before Adjustments) 


December 31, 1969 

Dibit Credit 

Supplies inventory (physical inventory 12/31/69) $ 10. 000 

Estimated revenue — miscellaneous 20,000 

Estimated revenue — tares 95,000 

Appropriations $112,000 

Revenue — miscellaneous 19,900 

Revenue — taxes 95,500 

Encumbrances 20,000 

Expenditures 80.000 

Expenditures chargeable against prior year’s 

encumbrances 7,100 

Reserve for encumbrances (balance 32/31/68, $7,009) . . . 27,000 

Reserve for supplies inventory 12,000 

Fund balance 3,300 

Surplus receipts 1,700 


Supplementary information: 

(1) The unencumbered balance of the fire department’s appropriation at December 31, 

1969 was $10,025. As legally authorized, the City Council voted to carry over to 

1970 this balance in the rounded amount of $10,000. The action of the City Council 
has not been recorded in the accounts. 

(2) Unfilled purchase orders for the general fund at December 31, 1969, totaled $20,000. 

(3) Fund balance of $3,300 is the amount of the balance at December 31, 1968, modified 
by the 1969 budgetary entries. 

Required: 

a) Prepare an adjusting entry or adjusting entries required at December 
31, 1969, for general fund accounts. 

b) Prepare a closing entry or closing entries at December 31, 1969, for 
general fund accounts. 

c) Prepare a detailed statement of changes in fund balance for 1969. Note 
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that $10,000 of appropriations was carried over to the following year. 

(ATCPA, adapted) 


CONTINUOUS PROBLEM 

3-L. Presented below arc a number of transactions of the general fund of 
the city of Bingham which occurred during the first six months of the 
rear for which the budget given in Problem 2-L was prepared. 

You arc required to: 

a) Record in the general journal the transactions given below. Make 
any computations to the nearest dollar. For each entry affecting 
budgetary accounts show subsidiary account titles and amounts as 
well as general ledger control account titles and amounts. 

b ) Post each entry to the general ledger accounts. Do not open sub- 
sidiary- ledger accounts until instructed to do so in a subsequent “L” 
problem. 

General fund transactions during the first six months of the year: 

(1) A general tax levy in the amount of $2,-4 1 5,265 was made. It is estimated that 
2 percent of the tax will be uncollectible. 

(2) Tax anticipation notes in the amount of $2 50,000 were issued. 

(3) Purchase orders, contracts, and other commitment documents were issued against 
appropriations in the following amounts: 


General government; 

T.O.v 

Amount 

Central administration 

49-67 

$ 43,000 

Finance 


18,600 

Personnel 

Public safety: 

35-48 

5,400 

Police 

10S-I1S 

18,750 

Fire 

97-107 

109,250 

Public works 

16-34 

342,000 

Health 

68-71 

78,000 

Public welfare 

82-93 

103,000 

Recreation 

72-81 

133,000 

Miscellaneous 

1-15 

16,000 

Total 


$867,000 


(4) The general fund collected the following in cash: delinquent taxes, $212,000; 
interest and penalties receivable on taxes, $ 10,720; licenses and permits $68,000; 
fines and forfeits, $53,000; charges for services, $4,500; and miscellaneous, 
$7,000. 

(5) A petty cash fund was established for general operating purposes in the amount 
of $6,000. 

(6) General fund payrolls totaled $833,000. Of that amount $124,950 was withheld 
for employees' income taxes, and $33,320 was withheld for employees' F1CA 
tax liability; the balance was paid in cash. The encumbrances system is not used 
for payrolls. The payrolls were for the following departments: 


General government: 

City council and clerk $ 21,110 

Central administration 29,346 

Municipal court and attorney 32,450 

Finance 65,015 

Personnel 8,312 
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Public safety: 

Police 185,403 

Fire 170,728 

Building safety 35,190 

Animal pound 5,250 

Traffic engineering 41,200 

Public works 111,732 

Health 12,066 

Public welfare 23,653 

Recreation 91,545 

Total £833.000 


(7) The liability for the city's share of FICA taxes, $33,320, was recorded. The 
amount was budgeted as a part of the Contributions appropriation. 

(8) Invoices for some of the services and supplies ordered in transaction (3) were 
received and approved for payment; departments affected are shown below: 


General eovemment: 

P.O.f 

Actual 

Estimated 

Central administration 

... 50-64 

$ 38,900 

$ 40,500 

Finance 

... 94-96 

20,100 

18,600 

Personnel 

Public safetv: 

... 35-46 

5,300 

5,000 

Police 

. . .109-113 

10,000 

8,350 

Fire 

... 97-104 

104,375 

100,1 50 

Public works 

... 16-27 

300,000 

298,500 

Health 

... 68-71 

77,700 

78,000 

Public welfare 

... 82-91 

98,100 

97,800 

Recreation 

... 72-80 

122,125 

125,000 

Miscellaneous 

... 4-15 

12,400 

12,000 

Totals 


$789,000 

$783,900 


(9) Delinquent taxes receivable in the amount of $11,683 were written off as uncol- 
lectible. Interest and penalties accrued on these taxes amounted to $584; this was 
also written off. 

(10) Invoices for all items encumbered in the prior year were received and approved 
for payment in the amount of S 14,180. (In addition to recording the transaction, 
also close the Expenditures — Prior Year account and the Reserve for Encum- 
brances — Prior Year to Fund Balance at this time.) 

(11) Collections of the first installment of currenC year’s taxes totaled $1,183,467. 

(12) Payments on general fund vouchers amounted to $887,000. 

(13) Collections on delinquent taxes written off in a prior year amounted to $438. 
Interest and penalties collected on these taxes was $44 ($30 of this had been ac- 
crued at the time the accounts were written off). 

(14) The general fund vouchered its required contributions to the Employees’ Pension 
Fund, $49,980; its liability for employees’ income taxes withheld; the total 
amount of FICA tax liability; and the amount due other funds on July I . Checks 
were drawn for ail these vouchers. 

(15) In view of current information, the city council revised the budget for the current 
year as shown below: 

Budget 

Adjustments 


General Fund Inc. (Dec.) 

Estimated revenues: 

Taxes — 

Licenses and permits $ 3,000 

Fines and forfeits 4,000 

Intergovernmental revenue (21,000) 

Charges for services ... 

Miscellaneous revenue 5,000 
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Appropriations: 

Genera! government: 

City council and clerk $ 2,500 

Central administration 4,200 

Municipal court and attorney 4,800 

Finance (5,750) 

Personnel 1,750 

Public Safety: 

Police S (4,000) 

Fire (4,000) 

Building safety 1,500 

Animal pound 2,800 

Traffic engineering (8,S00) 

Public works 

Health 

Public welfare $ 14,000 

Recreation 

Contributions (8,000) 

Miscellaneous (3,000) 



Chapter 4 

General Funds: 
Revenue Accounting 


As in commercial accounting, so in governmental accounting the deter- 
mination of what constitutes revenue is a matter of some difficulty. A 
widely accepted standard for identification of governmental revenue is a 
definition which describes revenue as additions to assets which do not 
increase any liability, do not represent the recovery of an expenditure or 
the cancellation of any liability without a corresponding increase in 
another liability or decrease in assets, or do not represent receipt of a 
capital contribution, as by intradepartmental service or enterprise funds. 
In practice, there are occasional transactions bearing close resemblance to 
revenue as described above but not fully complying with its requirements. 
The prevailing methods of accounting for these semirevenue transactions 
were discussed in the preceding chapter. 

Functions of general fund revenue accounting 

The primary functions of general fund detailed revenue accounting are 
as follows: 

1. To provide means for determining whether all revenue which should 
have been received has, in fact, been received. 

2. To furnish information for preparing various kinds of financial state- 
ments. 

3. To implement budgeting and planning for the future by giving neces- 
sary information about sources of revenue which have been utilized and the 
amount obtained from each source. Revenue information is greatly enhanced 
in value if it conforms to standards and practices followed generally in the 
field of governmental accounting. Of special importance is adherence to 
prevailing classifications, such as those recommended by the National Com- 
mittee on Governmental Accounting. 

Three major influences prevent a complete standardization of revenue 
classification. One of these is honest difference of opinion; the nature of 
some revenue transactions is such that they might easily fit into two or 
more classifications. A second influence is lack of information; it is not 
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possible to describe all revenue subclasses with such clarity that their 
meaning will be unquestionably clear to all readers. The third influence is 
difference in variety and volume of revenue transactions; variations of 
those kinds lead to many different selections and combinations of titles, 
each designed best to fit requirements of the governmental unit for which 
it was established. Development of informative and dependable revenue 
classifications is promoted in the main by two factors. One of these is the 
existence of well-prepared classification manuals, and the other is free and 
continuing exchange of information between governmental accountants. 

The primary classification of governmental revenue is by source. How- 
ever, within a given primary classification, two or more secondary classes 
may be desirable for better and more significant description of the rev- 
enue. Thus, under the primary classification Intergovernmental Revenue, 
it may be necessary to have a secondary class for Federal Grants and 
another for State Grants, each of which in turn may have subclasses. 

The most authoritative classification of governmental revenue is that 
approved by the National Commitrcc on Governmental Accounting for a 
large municipality. However, with deletions and additions it is adaptable 
to smaller units of governments and states. The classification provides 
principally for revenues of general, special revenue, capital projects, and 
debt service funds. The six source classes recommended by the committee 
arc: 


Taxes Charges for services 

Licenses and permits Fines and forfeits 

Intergovernmental revenue Alisccllancous revenue 

The classification docs not provide for revenue transactions of utility or 
other enterprise funds, they being of a rather special nature and variety. 

The sixfold classification applies to revenues of funds, rather than of 
governmental units. Some transactions represent revenue for a fund but 
not for the governmental unit; some represent revenue for a governmental 
unit but not for a fund. A capital projects fund sells bonds but does not 
pay them at maturity. The proceeds are revenue to the capital projects 
fund but not to the governmental unit, because another of its funds will 
have to pay the liability. Assessments against property owners by special 
assessment funds arc not revenue to the assessing fund because the money 
must be paid out for the property owner’s benefit. The assessments are 
revenue for the governmental unit because it acquires public improve- 
ments and no other fund has to pay for them. These concepts will become 
clearer with the study of capital projects and special assessment funds. 

Referring again to the sixfold classification, it is probable that many 
general funds require all of the six source classes, and even more, but some 
other kinds of funds might need as few as one. Each of the six classes will 
be discussed in detail in the sections immediately following. 
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Taxes 

Taxes are of special importance because (1) they provide a very large 
portion of the revenue of governmental units on all levels, and (2) they 
are compulsory contributions to the cost of government, whether the 
affected taxpayer approves or disapproves of the levy. 

Ad valorem (based on value) property taxes are a mainstay of financ- 
ing for most units of local government, but are omitted from the financial 
plans of most states and by the federal government. Some property taxes 
are levied on a basis other than property values , one illustration being the 
tax on some lands of financial institutions in relation to their deposits at a 
specified date. Some other kinds of taxes are sales taxes, net income taxes, 
gross receipts taxes, death and gift taxes, and interest and penalties on 
delinquent taxes. Including the last-named item as a tax is not based on 
logic. Interest is now classified as Other Revenue and penalties qualify as 
revenue from Fines and Forfeits. Forcing this sort of revenue into the 
Taxes classification is defended as a timesaving device, because accounting 
for interest and penalties on taxes is closely connected with accounting for 
the related taxes. 

Ad valorem taxes lend themselves to use of the accrual basis of account- 
ing. This is true because both values and rates must be determined in 
advance of the period in which the resulting taxes are to be collected. For 
that reason, the exact liability of each individual taxpayer is ascertainable 
at the beginning of each collection period. This permits accrual of charges 
against the taxpayer. 

Even though taxes become liens upon the underlying property, collec- 
tions in a given period sometimes fall substantially short of the amount 
levied. If expenditure commitments are based upon the amount levied but 
actual collections fall short of anticipations, the result may be a condition 
of financial stringency for the taxing unit. With these facts in mind, some 
governmental units record the taxes as charges against property owners 
but record revenue on the basis of collections. Thus, each year’s revenue 
budget contains two taxes revenue items, described somewhat as Revenue 
— Current Year’s Taxes and Revenue — Prior Years’ Taxes. Operations of 
this procedure may be illustrated as follows (routine accrual and collec- 
tion of taxes was illustrated in the preceding chapter): 


Taxes Receivable 100,000 

Allowance for Uncollectible Taxes 2,000 

Reserve for Uncollected Taxes 98,000 

To record levy of property taxes in amount of $100,000, with 
an estimated loss of 2 percent. ($98,000 is the anticipated fu- 
ture revenue.) 

Cash 11,000 

Taxes Receivable 11,000 

To record receipt of $11,000 collections of taxes during Janu- 
ary. (This is a summary entry for several individual receipts.) 
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Reserve for Uncollected Taxes 11,000 

Revenues 11 ,000 


To record revenue realized from taxes in January. 

The foregoing procedures provide advance charging of taxpayers’ ac- 
counts for amounts owed but defer revenue recognition until collection. 
At the end of each month, after collections for the month have been 
recorded, the balance of taxes receivable should equal the sum of “uncol- 
lectible” and “uncollected.” 

Most kinds of taxes outside the nonproperty category do not lend 
themselves to use of the accrual basis. They arc sometimes described as 
self-assessing, which means that primary responsibility for determination 
and reporting of the tax liability lies with the taxpayer. The governmental 
unit has no effective way of determining in advance the amounts of 
business earnings, sales of goods or services, or net income subject to 
taxation, so no advance charges may be made. The nature of nonproperty 
taxes docs not preclude the making of estimates, but charges to individuals 
based on such income arc not feasible even though applicable rates are 
known well in advance of the tax period. 

Since nonproperty taxes arc not accrued, it is obvious that receipt of 
payment and realization of revenue may be recorded simultaneously, as in 
the following simple entry: 

Cash 3 5,000 

Revenues 35,000 

To record collection of sales raxes. 

Credit: 

Taxes : 

Sales taxes S* 5,000 


Licenses and permits 

Licenses and permits include those revenues collected by a governmen- 
tal unit from individuals or business concerns for various rights or privi- 
leges granted by the government. Some licenses and permits are primarily 
regulatory in nature, with minor consideration to revenue derived; 
whereas others arc not only regulatory but provide large amounts of 
revenue as well, and some are almost exclusively revenue producers. 
Licenses and permits may relate to the privilege of carrying on business 
for a stipulated period, the right to do a certain thing which may affect the 
public welfare, or the right to use certain public property. Vehicle and 
alcoholic beverage licenses arc found extensively on the state level and 
serve both regulatory and revenue functions. States make widespread use 
of professional and occupational taxes for purposes of control. Municipali- 
ties make extensive use of licenses and permits to control the activities of 
their citizens; and from some they derive substantial amounts of revenue. 
Commonly found among municipal licenses and permits are building 
permits, vehicle licenses, amusement licenses, business and occupational 
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licenses, animal licenses, and street and curb permits. Revenue from park- 
ing meters, formerly included in this class, has been transferred to Charges 
for Services in the latest pronouncement of the National Committee on 
Governmental Accounting. 

Regardless of the governmental level or the purpose of a license or 
permit, the revenue it produces must be accounted for on a cash basis. 
Applicable rates or schedules of charges for a future period may be 
established well in advance, and fairly reliable information may be availa- 
ble as to the number of licenses or permits to be issued; but the probable 
degree of fluctuation in the latter factor is so great as to prevent satisfac- 
tory use of the accrual basis. Uncertainty as to volume of licenses or 
permits likewise creates a problem in determining whether all revenue 
paid in for rights or privileges has been accounted for by those employees 
making collections. Comparisons with records of previous years, survey 
or inspection to locate and identify persons or businesses subject to the 
license, and the use of prenumbered standard license or permit forms are 
control practices which minimize failure to collect or to account for 
amounts collected. All collections from licenses and permits should be 
reported on a standard form with complete information to facilitate entry 
in the Cash Receipts Record, of whatever nature, and to assure that a 
proper audit may be made at any time in the future. 

Since revenues from licenses and permits cannot be accrued, the first 
entry to be made for such revenues will be at the time of collection, in the 
following form: 


Cash 125 

Revenues 125 

To record collections of animal licenses for the day. 

Credit: 

Licenses and permits : 

Animal licenses SI 25 


Intergovernmental revenue 

Formerly named Revenue from Other Agencies, this classification has 
been changed in form of organization as well as in name. Internally it has 
three main divisions: federal, state, and local. Each main division, in turn, 
has three subdivisions: grants, shared revenues, and payments in lieu of 
taxes. This provides for recognizing three classes of revenue from each 
level of government, they being the aforesaid grants, shared revenues, and 
payments in lieu of taxes. Briefly described the three classes have the 
following meanings: 

1. A grant is a receipt of money not related to any specific revenue of 
the grantor. Welfare grants illustrate this class. 

2. Shared revenue is a receipt of money related to specific revenue col- 
lected by the grantor. An example is money received from the federal high- 
way trust fund, derived by it from various automotive vehicle-related taxes. 
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3. Payments in lieu of taxes are receipts of money from another govern- 
mental unit which, while not subject to taxes by the recipient unit, never- 
theless agrees to make a contribution for taxes it would have had to pay as 
a private individual, cither real or corporate. An example is a payment by 
a city in lieu of taxes it would have had to pay on property located outside 
the city limits. 

Some kinds of intergovernmental revenues can well be accounted for 
on the accrual basis while other kinds cannot. Of the first category an 
example is grants by state and federal agencies. Ordinarily the amounts of 
such grants arc announced somewhat in advance of their actual distribu- 
tion, which makes it possible to record the revenue with a debit to Due 
from State Government or some such title, even to the extent of designat- 
ing the agency or department from which the grant is forthcoming. 
Distributions of shared revenues, stating amounts, are frequently an- 
nounced in advance of the actual disbursements and are obviously adapted 
to accrual. The announcement of a grant from the federal Department of 
Health, Education, and Welfare might receive the following formal 
entry: 


Due from Department of Health, Education, and Welfare 90,000 

Revenues 90,000 


To record announcement of grant by Department of Health, 

Education, and Welfare. 

Intergovernmental Revenue: 

Federal Grants: 

Welfare: 

Aid to dependent children $90,000 

Welfare is one of the recommended classes of Federal Grants. For record- 
ing a similar transaction on the cash basis, only the account debited title 
would need to be different. 

Charges for services 

This classification includes revenue from charges for all activities of a 
governmental unit, except the operations of utilities, airports, public hous- 
ing, and other similar scmicommcrcial enterprises. A few of the many 
revenue items included in this category are court costs; special police 
service; refuse collection charges; street, sidewalk, and curb repairs; re- 
ceipts from parking meters; library use fees (not fines); and tuition. 

In the next chapter, titled “General Funds: Expenditure Accounting,” 
will be found a classification of general fund expenditures by function, a 
term to be explained at that time. The grouping of Charges for Sendees 
revenue is now correlated with the functional classification of expendi- 
tures. For example, one functional group of expenditures is named “Gen- 
eral Government,” another “Public Safety, ” and so on. A governmental 
unit, in connection with providing general government service, collects 
some revenue, such as court cost charges, recording legal documents, 
zoning and subdivision fees, and others. Thus, Charges for Sendees is 
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divided into functions. Subclasses are provided for the different kinds of 
revenue related to each function. For illustration the National Committee 
on Governmental Accounting recommends the following scheme for 
identifying revenue from the Highways and Streets sendee: 


343 Highways and Streets 

343.1 Street, sidewalk and curb repairs 

343.2 Parking meters 

343.3 Street lighting charges 

343.4 Bridge and tunnel tolls 


343.5) 

343.9) 


Others 


It should be borne in mind that Highways and Streets is primarily an 
expenditure classification. The scheme described for classifying sendee 
charges seeks to correlate revenue from given kinds of sendee with costs 
incurred in providing the sendee. The relationship should be more mean- 
ingful after study of the next chapter. 

Few kinds of charges for sendees lend themselves to accounting on the 
accrual basis. To record collection of parking meter receipts for a day, an 
entry would show the following information, although doubtless in some 
special journal form: 


Cash 230 

Revenues 

To record parking meter receipt collections for the day. 

Credit: 

Charges for services : 

Highways and streets : 

Parking meters 5230 


230 


Fines and forfeits 

This class of revenue includes fines and penalties for commission of 
statutory offenses and for neglect of official duty; forfeitures of amounts 
held as security against loss or damage, or collections from bonds or 
sureties placed with the government for the same purpose; and penalties 
of any sort, except those levied on delinquent taxes. If desired, Fines and 
Forfeits may be the titles of two accounts within this revenue class; or 
they may be subgroup headings for more detailed breakdowns. Library 
fines, formerly classified as Charges for Services, have now been included 
in this group. 

Revenue of this classification must be accounted for on the cash basis. 
In direct contrast with general property taxes, neither rates nor base or 
volume may be predetermined with any reasonable degree of accuracy 
for this type of revenue. Because of these uncertainties, and because 
recording and collection procedures are sometimes lax, it is often difficult 
to determine whether all amounts paid by transgressors have been ac- 
counted for. However, money collected and reported is accounted for in 
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the usual manner for revenue on a cash basis. Assuming a foreclosure of a 
surety bond in the amount of $1,500, the following entry would be made: 

Cash 1,500 

Revenues 1,500 

To record forfeiture of a performance bond. 

Credit: 

Fines and forfeits: 

Forfeits $1,500 

As indicated, the amount of the forfeiture would be posted to the Forfeits 
account in the subsidiary Revenue Ledger. 

Miscellaneous revenue 1 

Although the word “miscellaneous” is anathema to accountants, as 
applied to a variety of kinds of revenue its use is justified. It (1) substi- 
tutes for other possible source classes which might have rather slight and 
infrequent usage and (2) minimizes the need for forcing some kinds of 
revenue into source classifications in which they do not gencrically be- 
long. While Miscellaneous Revenue in itself represents a compromise, its 
existence aids in sharpening the meanings of other source classes. The 
heterogeneous nature of items served by the title is indicated by the 
following listing: interest earnings (other than on delinquent taxes); rents 
and royalties; sales of, and compensation for loss of, fixed assets; contribu- 
tions from public enterprises (utilities, airports, etc.); escheats (taking of 
property in default of legally qualified claimants); contributions and 
donations from private sources; balances from discontinued funds; and 
“other.” 

Some items of Miscellaneous Revenue, such as interest earnings on 
investments, might well be accrued but mostly they will be accounted for 
on the cash basis, as in the following entry: 


Cash 50 

Revenues 50 


Receipt of “conscience money” for government property stolen. 

Credit: 

Miscellaneous Revenue: 

Contributions and donations from private sources $50 

In concluding the discussion of revenue classification by sources, it is 
important to note that the foregoing discussion relates to only one of 
many possible combinations of classes and titles. In all actual cases the 
selection of classes and titles to be used should conform to the revenue 
activity of the fund for which the system is being designed. 

Other classifications 

Even though classification of general fund revenue by source classes 
and subdivisions of classes is of predominant importance, other groupings 

1 Some governmental units are required by law to include in revenue amounts 
received from other funds for payment of specific liabilities. An example is money 
received from another fund for payment of maturing bonds payable. This is not 
revenue in the true sense. 
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may prove valuable. For example, in addition to showing classes and 
subdivisions a governmental unit may desire to identify and group its 
general fund revenues by the organizational units (street department, city 
court, city engineer’s office, etc.) which collected the revenue. Organiza- 
tional identification is useful in connection with accounting control 
(establishing individual responsibility) and for auditing purposes. Organi- 
zational classification is accomplished, basically, by recording on each 
revenue ledger sheet the department responsible for collection of the 
revenue recorded thereon. It is merely an addition to the system of 
identifying by source and subclass. 

Coding of revenue accounts 

Governmental revenue accounts should be coded for the same reasons 
that income accounts of private enterprises should be coded. Of these 
reasons, the two most important are to provide systematic information 
about the relationship of any given account to other accounts in the 
classification and to facilitate reference to, or recording of, an account 
without writing out the verbal title. Both of these purposes may be served 
by a schematic code based upon significant digits. Assuming that revenues 
are to be classified by source, by major and minor types, and by individual 
accounts, a four-digit code could be applied. Under this plan the left-hand 
digit would signify the source, the next digit the major type, the third 
digit the minor type, and the right-hand digit the individual account. 

An illustrative partial specimen of such a code appears below. 

CITY OF ALBION 

Operating Fund 
Chart of Revenue Accounts 

000 Taxes 

010 General Property Taxes 

011 Taxes on Real Property 

012 Taxes on Personal Property 

012.1 Taxes on Tangible Personal Property 

012.2 Taxes on Intangible Personal Property 
020 Property Taxes on Other than Assessed Valuation 

021 Taxes on Privately Owned Public Utility 

022 Taxes on Publicly Owned Public Utility 

023 All Other 
030 Business Taxes 

(Other classes of taxes follow) 

100 Licenses and Permits 

110 Business Licenses and Permits 

(Other classes follow) 

Under this system of coding, account 012.1 is identified as being in the 
taxes source class (0); in general property taxes subclass (1); in the 
personal property taxes category (2); and as being on tangible personal 
property (.1). 
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A simple form of coding utilizes a straight numerical system, omitting 
source classes, but includes major type numbers, such as general property 
taxes, in the same series with minor classes and individual accounts. 
Applied to the foregoing information, the chart of accounts would start as 
follows. 

I Taxes 

1. General Property Taxes 

2. Taxes on Real Property 

3. Taxes on Personal Property 

4. Taxes on Tangible Personal Property 

In this scheme each source class is inserted at the proper place with a 
roman numeral designation. The system of arabic numerals continues 
without interruption through all source classes. This system does not 
reveal the schematic relationship of titles as does the four digit system. 

Other methods of coding revenue accounts may be found in practice. 

Ledger accounts for recording revenue 

Existence of major and minor subdivisions within each source class of 
accounts might lead to the inference that two or more sets of subsidiary 
accounts would be necessary for proper correlation of general and subsid- 
iary ledger revenue accounts. Thus, the licenses and permits source class 
being divided into business licenses and permits and nonbusiness licenses 
and permits, it might be thought that a subsidiary ledger account would 
be established for each of the subclasses. This is possible but not impera- 
tive. Subsidiary ledger accounts may be kept only for accounts of the 
lowest classification and Revenues and Estimated Revenues 2 will be the 
controlling accounts for all of these. 

Each subsidiary ledger account must carry a title or symbol that will 
include complete identification of the account as to revenue class and 
major and minor divisions. Totals or summaries by groups will be ob- 
tained from all individual accounts bearing the group code or other 
symbol. To illustrate, let it be assumed that the following partial classifica- 
tion of revenue accounts is found in the revenue ledger of a municipality: 

Licenses and Permits 
Business Licenses and Permits 

Alcoholic Beverages 

Health 

Police and Protective 

Corporations in General 

Of the above titles, subsidiary ledger accounts may be found for only 
the last four. However, if a governmental unit desires to use controlling 
ledger accounts for any class or subclass title, there is no reason of 
principle to prohibit that being done. If ledger accounts are operated for 
only the four lowest classes, the total of revenue from licenses and permits 


2 Explained on pages 83-85. 
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for street use would be determined as the total of revenue from the four 
underlying classes. Total revenue from licenses and permits would be 
obtained by totaling the amounts of all detailed revenue accounts bearing 
the licenses and permits identification. Total revenues as shown by the 
Revenues controlling account in the general ledger would equal the sum 
of all revenues recorded in detailed accounts. 

Form of revenue ledger account 

There is no standard prescribed form for revenue ledger accounts. The 
widespread use of electronic and mechanical processes for bookkeeping 
and accounting purposes has brought about a great variety of forms, each 
adapted to the particular machine with which it is to be used. Whatever 
the kind of machine used, certain general requirements prevail. The 
account form should provide for showing at least the following informa- 
tion: 

1. Complete heading, including account code. 

2. Dates of entries. 

3. Explanation or reference. 

4. Folio or posting reference column. 

5. Amount of debit. 

6. Amount of credit. 

7. Balance. 

Following a general rule of form design, entries should be arranged in the 
ledger in a manner that will provide essential information in the most 
convenient form and location, with a minimum of time required for 
recording. 

A simple form of ledger account providing for the information listed 
above is shown in Illustration 4-1. 


Illustration 4-1 

COUNTY GENERAL FUND 
Revenue Subsidiary Ledger 


Class: Fines and Forfeits 
Subclass: Fines 


Number: 351.1 
Title: Court Fines 


Date 

Explanation 

Reference 

Debit 

Credit 

Balance 

1969 

July 1 

31 


J 79 
CR 32 

530,000 


530,000 


52,500 

27,500 




It will be noted from the entries in Illustration 4-1 that the subsidiary 
ledger account has been debited for the amount of the budget estimate. 
When the entry to record expected revenue for the year was made, part 
of the detail came to the debit column of the Court Fines account; and in 
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the same manner, other detailed debits were posted to other subsidiary 
ledger accounts. In short, the Estimated Revenues account in the General 
Ledger is a controlling account for the debit columns of all revenue 
subsidiary ledger accounts. The credit columns of the subsidiary revenue 
ledger accounts receive entries representing receipts or accruals of rev- 
enue, for which events the Revenues general ledger account is credited. 
Thus, the Revenues account serves as a controlling account for the credit 
columns of all subsidiary revenue ledger accounts. It will be observed that 
subsidiary 7 revenue accounts will normally have debit balances represent- 
ing the amount of estimated revenue which has not been realized up to a 
given time. Should actual revenue come to exceed estimated revenue, the 
result would be a credit balance in the subsidiary 7 account. To generalize, 
balances of revenue subsidiary 7 ledger accounts are normally 7 debit in 
nature. The subsidiary 7 accounts should be arranged in the ledger in 
whatever order seems to represent the maximum of convenience for 
posting and for use in preparation of financial statements and summaries. 
Other things being equal, the order should conform to the order of listing 
in the chart of revenue accounts. 

Recording estimated revenue 

As has been indicated elsewhere, estimates of revenue will be incorpo- 
rated in the budget document, of which they are an integral part. Record- 
ing estimated revenue will be accomplished in the accounting entry 7 or 
entries made to record the budget, in a general journal or in some other 
form of record which is fundamentally like a general journal in nature. In 
the budgetary entry to record estimated revenues, the Estimated Reve- 
nues account will be debited for the total amount expected from all 
sources; and this will be supported by a detailed listing, in some form, 
showing the estimated amount from each source. If any 7 good reason exists 
for so doing, the detailed listings may be classified by 7 sources and by 
major and minor groups. The entry to record estimated revenues would 
be in somewhat the following form: 

Estimated Revenues 2,400,000 

Fund Balance 2,400,000 

To record estimated revenues per budget for 1969. 

Estimated revenues: 

Taxes: 

General property taxes. .$600,000 

General sales tax 190,000 

Income taxes 72,000 $ 862,000 

Licenses and permits: 

Business licenses and 

permits $ 1,200 

Nonbusiness licenses and 

permits 80,000 81,200 

Others 1,456,800 

S2.400,000 
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From the foregoing entry, each amount shown for a detailed revenue 
account would be posted to the debit column of its subsidiary ledger 
account. If some items of revenue are recorded on an accrual basis, and if 
it is expected that a loss in collections will result, the amount to be 
recorded as estimated revenue for that source should be the amount of the 
accrual less the amount of the expected loss. 

If the estimated revenue per the budget is recorded in conventional 
form — that is with a credit to Appropriations and a credit or a debit to 
Fund Balance — the detailed listings will be made in practically the same 
form as that shown in the preceding illustration. 

Although the normal time for entries in the revenue ledger debit 
columns is at the beginning of the fiscal period, when the budget is 
recorded, entries may be required at other times. If occasion should arise 
for the legislative body to recognize formally any adjustment in the 
revenue estimate for a period, the change would have to be detailed by 
sources; and increases or decreases would have to be entered in each of the 
source accounts affected, with corresponding changes of the account 
balance. 

Summary of entries for revenue collection 

Although largely repetitious of what has been said before, the next few 
paragraphs attempt to bring together and correlate the discussions of 
revenue realization and collection scattered through preceding para- 
graphs. Collection of revenue may be made directly by the governmental 
unit which receives the revenue or through branches, agencies, or other 
governmental units. Regardless of the method of collection, the recording 
entry is likely to be made when the money — whether in cash, bank 
credits, or other forms — is received. It is to be expected that entries for 
collections will be journalized in some form of cash receipts record which 
must provide for showing not only the total amount received but also a 
listing of the amount from each source. In general journal form the 
substance of entries recording collections of revenue would be somewhat 
as follows: 

Cash 

Revenues 

To record collection of revenue as follows 
Credit : 

Fines and forfeits: 

Court fines 

Library fines 

The amounts shown as received from each source will be posted to their 
respective ledger accounts, credit column; and balances of the subsidiary 
accounts will be changed as required. 

One general exception must be noted to the effect of revenue collec- 
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tions just shown. Revenues from taxes or any other sources which are 
accrued will be recorded when the accrual is made a matter of record, if 
the conventional method of recording accruals is followed. This means, 
for example, that when a tax levy is recorded in the conventional manner, 
the credit is to Revenues and to the subsidiary ledger account which 
records the kind of taxes accrued. If the accrual of $690,000 of property 
taxes with an expected loss of $42,000 is recorded, the result is a $648,000 
credit to a subsidiary ledger account. The entry, in general journal form, 
would be as follows: 


Taxes Receivable — Current 690,000 

Estimated Uncollectible Taxes — Current 42,000 

Revenues 648,000 

To record tax of $690,000, with expected loss of $42,000. 

Credit: 

Taxes: 

General property taxes $648,000 

In this instance the credit of $648,000 to the General Property Taxes 
subsidiary ledger account would represent realization through the levying 
of a legally enforceable claim rather than through collection. Actual 
collection of general property taxes would occasion no credit to Revenues 
but rather to Taxes Receivable and to an individual taxpayer’s account, in 
an entry such as the following: 


Cash 39,000 

Taxes Receivable — Current 39,000 


To record collection of current taxes from various taxpayers. 

In the event that taxes had been accrued, with a credit to the Reserve 
for Uncollected Taxes account for the net estimated revenue, collection 
might be recorded in the following manner: 


Cash 39,000 

Taxes Receivable — Current 39,000 

To record collection of taxes receivable in the above amount. 

Reserve for Uncollected Taxes — Current 39,000 

Revenues 39,000 

To take up revenue from $39,000 of accrued taxes collected. 

Credit: 

Taxes: 

General property taxes $39,000 

The foregoing paragraphs have discussed property taxes on an accrual 
basis. If revenue accounting is done on a cash receipts basis, separate 
accounts should be provided for revenue from the current year’s tax levy 
and for collections on account of prior years’ levies. 

Any reductions of revenue, through refunds of amounts collected or 
rebates of amounts levied, would require debits to the Revenues account 
and to subsidiary ledger accounts recording the revenues that have been 
reduced. 
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Closing revenue accounts 

In the study of closing entries for governmental revenue accounts, it 
should be borne in mind that bona fide closing entries are purely mechani- 
cal in nature and exist only for two purposes: 

1. To close all revenue accounts for the period. This means to equalize debits 

and credits. 

2. To transfer the balance, or the net difference between estimated and ac- 
tual revenue, to Fund Balance. 

The form of closing entries is immaterial as long as these two purposes are 
accomplished. 

The exact form of entries to close general ledger accounts for estimated 
revenues and actual revenues is subject to a number of variations; but 
whatever the form of entry employed, the results in part must be a debit 
to Revenues and a credit to Estimated Revenues for the balances shown 
for those accounts in the general ledger. The closing of subsidiary ledger 
accounts cannot be disposed of so briefly. However, a general rule is that 
in the closing entries each revenue subsidiary ledger account will be 
debited or credited for the amount of its balance at the end of the period. 
If estimated revenue from a given source exceeded actual revenue, the 
subsidiary ledger account will have a debit balance and must receive an 
entry in the credit column to balance or close. If actual revenue exceeded 
the estimated revenue, a credit balance will exist, and a debit entry will be 
required to close. 

In one respect the entries to close revenue and estimated revenue 
accounts are strikingly different from the entries initially recording esti- 
mated revenue or receipts of revenue. If, in the entry recording estimated 
revenues, the Estimated Revenues account was debited for §560,000, there 
would be detailed debits totaling §560,000 to individual revenue accounts 
in the subsidiary ledger. However, in closing the Estimated Revenues 
account, it would be credited for §560,000; but credits to detailed revenue 
accounts might total only §10,000, or even less. In like manner, if the 
Revenues controlling account has a balance of §565,000 at the end of the 
fiscal period, it will be debited for §565,000; whereas debits to individual 
revenue accounts in the subsidiary ledger might total only §15,000. The 
reason for these unusual relationships is that some of the detailed revenue 
accounts show excesses of estimated revenue over actual revenue, while 
others show excesses of actual over estimated. If any individual revenue 
account shows equality of estimated and actual revenue, it will be neither 
debited nor credited in the closing entry. To illustrate the entry to close 
the Revenues and Estimated Revenues accounts, let it be assumed that the 
subsidiary revenue ledger contains, among others, details as shown in 
Illustration 4-2. 
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Illustration 4-2 


SUMMARY OF ESTIMATED AND ACTUAL REVENUE 


Name of Account 


Estimated 

Revenue (Dr.) Revenue ( Cr .) 


Property taxes $270,000 

Gross receipts taxes 30,000 

Professional licenses 500 

Street and curb permits 500 

State grants — welfare 251,000 

Forfeits 8,000 

$560,000 


$265,000 

45,000 

600 

500 

245,000 

8,900 

$565,000 


The necessary closing entry, based upon the assumed figures in Illustra- 
tion 4-2, would be as follows: 


Revenues 565,000 

Estimated Revenues 

Fund Balance 

Subsidiary ledger debits: 

Gross receipts taxes $ 1 5,000 

Professional licenses 100 

Forfeits 900 

SI 6,000 

Subsidiary ledger credits : 

Property taxes $ 5,000 

State grants — welfare 6,000 

$ 11,000 


560,000 

5,000 


The account for street and curb permits has equal debits and credits 
(Illustration 4-2) and requires no closing. 

Concerning the above entries, it will be observed that the excess of 
detailed debits over detailed credits, representing the excess of the actual 
over the estimated revenue, equals the amount of the credit to the Fund 
Balance or other summary account which might be used for closing 
purposes. Amounts shown in lists of detailed debits and credits will be 
posted to their respective accounts, thus reducing their balance to zero. 
Thereupon, the accounts may be ruled for closing or removed from the 
ledger, whichever method is provided for in the accounting procedure. 


Preparation of statements 

Financial statements should do at least two things for administrators 
and managers: (1) give information in the form of figures and compari- 
sons, and (2) raise questions. The main questions raised should be: 

1. What caused this condition or change? 

2. Is the condition or change favorable or unfavorable? 

3. If favorable, what can be done to retain it or accelerate it? 

4. If unfavorable, what can be done in the way of correction? 
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In general, financial statements containing information in comparative 
form are more useful than those confined to a single set of data. 

Probably the most important statement of general fund revenue is one 
detailing by sources and classes the amounts estimated by the governmen- 
tal unit’s legislative body for a given period, the amount of revenue actu- 
ally received (or accrued, if the accrual basis is used), and the excess or 
deficiency of estimated revenues as compared with actual revenues. If so 
desired, net differences could be reduced to percentages. Sources of 
information for such a statement would be detailed accounts in the 
revenue ledger, which would give the amounts for each source; and this, 
in turn, would be grouped by classes provided for in the chart of accounts 
or other comparable outline. An example of such a statement, in the form 
recommended by the National Committee on Governmental Accounting, 
is shown in Illustration 4-3. For purposes of brevity, only a few items are 
included. 

It may be pointed out that the statement in Illustration 4—3 may be 
reduced to summarized form, if so desired, to show figures by classes, 
which, in turn, may be detailed in supplementary schedules supporting 
the main statement. Another form of revenue statement which might be 
of value is a comparative statement of revenue by fiscal periods, from 
which could be determined trends in revenue used to support the fund 
activities. 

Revenue statements serve a twofold purpose in the administration of 
general fund financial operations. For one thing, they provide fund man- 
agement with a comprehensive and detailed comparison between the 
revenue anticipated and that actually realized. Excesses of actual over 
estimated revenue will be of interest, but primary attention should be 
focused on substantial deficiencies of the actual figures as compared with 
the estimated ones. Such differences may be accounted for in one or more 
of three ways, as follows: 

1. Change in conditions, including laws, ordinances, or other regulations, be- 
tween the time of estimating and the time of collecting. 

2. Failure to collect revenue or loss of revenue after collection through mis- 
appropriation or other illegal activity. 

3. Intentional overestimation of revenue to support appropriations beyond 
the amount of revenue which could honestly be expected. 

In the second place, revenue statements are indispensable aids to successful 
planning for the future. They reveal what sources have been drawn upon 
in the past and the amounts obtained from each source. Ordnarily, most of 
these may be relied upon in the future; but changes may have eliminated 
some, whereas others promise either substantially more or substantially 
less contributions in subsequent periods. Furthermore, comparisons be- 
tween revenue statements of one general fund and those of other similar 
general funds may suggest potential sources not previously drawn upon. 
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Illustration 4-3 

TOWN OF SANDERS 
General Fund 

Statement of Revenues — Estimated and Actual 
Fiscal Year Ended June 30, 3969 


Source Classes and Items 

Estimated 

Actual 

Excess-Deficiency * of 
Actual Compared 
with Estimated 




Amount 

Percent 

Taxes : 





Taxes on real property 

$401,200 

$399,600 

$ 1,600* 

0.4* 

Taxes on personal property 

201,600 

193,300 

8,300* 

4.1* 

City sales tax 

82,200 

83,200 

1,000 

1.2 

Total taxes 

S 68 5, 000 

$676,100 

$ 8,900* 

1.3* 

Licenses and permits : 





Sanitary inspection permits 

$ 1,700 

$ 2,400 

$ 700 

41.2 

Taxicab licenses 

2,700 

2,800 

100 

3.7 

Motor vehicle registration fees. . . 

39,600 

38,100 

1,500* 

3.8* 

Total licenses and permits. . . 

$ 44,000 

$ 43,300 

$ 700* 

1.6* 

Intergovernmental revenue: 

Federal grants — highways and 





streets 

S 64,300 

$ 69,900 

$ 5,600 

8.7 

State grants — welfare 

35,000 

34,000 

1,000* 

2.9* 

Shared revenue from county — 





property tax 

12,000 

9,300 

2,700* 

22.5* 

Total intergovernmental 





revenue 

$111,300 

$113,200 

$ 1,900 

1.7 

Charges for services : 





Court costs — fees and charges .... 

$ 8,090 

S 13,600 


68.1 

Sewerage charges 

18,300 

21,400 

3,100 

16.9 

Golf fees 

12,100 

16,700 


38.0 

Total charges for services. . . 

$ 38,490 

$ 51,700 

$13,210 

34.3 

Fines and forfeits: 





Fines — city court 

$ 7,200 

$ 6,100 

$ 1,100* 

15.3* 

Forfeits by contractors 

2,400 

2,600 

200 

8.3 

Total fines and forfeits 

$ 9,600 

$ 8,700 

$ 900* 

9.4* 

Miscellaneous revenue: 





Interest earnings 

$ 960 

$ 1,030 

$ 70 

7.3 

Compensation for loss of fixed 




assets 


12,400 

12,400 

...t 

Total miscellaneous revenue. 

$ 960 

S 13,430 

$12,470 

1,299.0 

Total General Fund Revenue 

S889,350 


S 17,080 

1.9 







7 Base is 0; percentage cannot be calculated. 

Note: The selection of items included in Illustration 4-3 is illustrative but not typical, having been picked more 
or less at random from a long list. 
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If so desired, other revenue statements for general funds may be 
prepared. These might include interim statements showing revenue to 
date as compared with estimated total for the year and comparisons 
between revenue for the current year to date and for the same period of 
the preceding year. 


SELECTED REFERENCES 

McQuilken, John. “Accounting Control of Nonproperty Revenues,” Mu- 
nicipal Finance , Vol. XXIV, No. 1 (August, 1951), pp. 47-48. 

Morey, Lloyd, and Hackett, Robert Phillip. Fundamentals of Govern- 
mental Accounting, chap. vi. 2d ed.; New York: John Wiley & Sons, Inc., 
1951. 

Municipal Finance Officers Association of the United States and 
Canada. Municipal Finance, Vol. XXX, No. 3 (February, 1958). Entire 
issue is about licenses, fees, charges, etc. 

. Municipal Finance, Vol. XXXVII, No. 3 (May, 1965). Entire issue 

is about municipal revenues. 

National Committee on Governmental Accounting. Governmental Ac- 
counting, Auditing , and Financial Reporting, chap. ii. and pp. 188-90. 
Chicago, 1968. 

Tenner, Irving, and Lynn, Edward S. Municipal and Governmental Ac- 
counting, chap. v. 4th ed.; Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1960. 

QUESTIONS 

1. Do revenue subsidiary ledger accounts have a debit balance or a credit 
balance most of the time? Why? 

2. Balances (amounts) from Discontinued Funds is listed in a manual as 
being Miscellaneous Revenue. Is this sort of item revenue of both the 
recipient fund and the governmental unit, or only of the recipient fund? 

3. Referring to taxes from real property and taxes from personal property, 
what are the meanings of “real” and “personal”? 

4. If one were required to make a closing entry, or closing entries, for the 
revenue accounts in Illustration 4—3 (taxes on real property, taxes on 
personal property, etc.) which subsidiary ledger revenue accounts would 
be credited? List titles, only. 

5. In a general fund balance sheet there appeared the following information: 
taxes receivable, $96,050; reserve for uncollected taxes, $84,300; allowance 
for uncollectible taxes, $11,750. How did use of the accounting proce- 
dure for accounting for revenue, as indicated by the three items, affect 
the fund balance, as compared with the conventional accrual basis used 
in accounting for tax revenue? State the amount and nature (increase or 
decrease) of the difference. 

6. The revenue statement of a small municipality included the following 
revenue classes: state and federal payments; judiciary; city taxes; licenses; 
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city government operations. To which one of the six standard sources 
classes does each of the five classes most closely correspond? 

7. The following variations have been noted in the classifications of certain 
revenue items in municipal reports: 

d) Interest and penalties on taxes : taxes and revenue from use of money and property. 
(The latter classification is now obsolete.) 

b) Library fines: fines and forfeits and charges for services. 

c) Parking meter receipts: licenses and permits, revenue from use of money and 
property, charges for services, and miscellaneous. (The second classification is now 
obsolete.) 

For most of the classifications reported there is some measure of logic. 
Insofar as you can, justify or defend each of the stated classifications. 

8. In Problem 3 (below) the estimated and actual amounts of property taxes 
were taken from a published annual report. Was the small percentage of 
difference between the two a coincidence or was there some more funda- 
mental reason? Explain. 

9. Below are listed a number of common kinds of governmental revenue. 
For each item state at least one factor, other than change of rate, which 
might account for a substantial variation between estimated and actual 
revenue for a given year. If your answer is “change in volume,” state 
what cause of change you have in mind. 


a) Highway tolls. 

b) Sewerage charges. 

c) Share of state-collected 

gasoline taxes. 

d) Sales taxes. 

e) Parking meter receipts. 

/) Recording of legal documents. 


g) Building permits. 

b) Property taxes — cash basis. 

/) Receipts from parking violations. 

j) Fire protection — outlying districts. 

k) Storage on impounded cars. 

l) Electricians’ registration fees. 
i n) Parking lot revenue. 


10. In the town of Rockville’s accounting system is a stipulation that all 
revenue shall be accounted for on the full accrual basis. Below is shown 
a list of Rockville general fund transactions of a revenue or semirevenue 
nature. State which ones are actually revenue in the year of occurrence. 


d) Collection of prior years’ taxes. 

b) Increase in materials and supplies inventory compared with amount at end of prior 
year. 

c) Collection of taxes applicable to current year which, due to an assessor’s error, had 
not been recorded. 

d ) Refund on current year’s expenditures. 

c) Collection of accounts receivable for charges for services. 

f) Collection of current-year property taxes. 

g) Charge to a special revenue fund for supplies transferred to it. 
li) Receipt of refund on prior year’s expenditures. 

i) Collection of taxes which had been written off in prior year. 

j) Receipt of money from issue of tax anticipation notes. 

k) Collection of money for vendors’ license fees. 

/) Recording of property tax levy. 

m) Recording charges to outlying districts for fire protection sendee. 

n ) Collection of premium on sale of bonds, money for both principal and interest to be 
provided by this fund. 

o) Receipt of money in prepayment of a property owner’s next year taxes. 

11. Below is given a list of revenue titles taken from various governmental 
reports. You are required to state in which of the National Committee 
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on Governmental Accounting’s sixfold classes each item should be 
recorded. 


a ) Engineering sendee fees. 

b) Sales taxes levied by the governmental 
unit. 

c) Receipts from county in payment for 
rural library sen-ice. 

d) Transfers from discontinued funds. 

e) Dog redemption fees. 

f) Traffic violation penalties. 

g) Forfeiture, by owners, of property con- 
fiscated for taxes. 

//) Royalties from oil wells on city 
property. 

i) Charges for waste collection and 
disposal. 


f) Contributions to “conscience” fond. 
/•) Plumbers’ registration fees. 
f) City’s share of state severance tax. 
77/) Charges for pumping basements. 

7/) Federal grant for airport improve- 
ments. 

o) Sale of unused land. 

p) Peddlers’ license fees. 

q) Real estate taxes — current year. 

r) Rentals from restricted parking areas 
for home owners and others. 


12. In Problem 5 (below) the ratio of estimated uncollectible taxes of prior 
years is nearly 75 percent of prior years’ taxes. Is this an exaggeration or 
is there some logic behind it? 


PROBLEMS 


1. For the fiscal year ended June 30, 1969, the town of Harrisville reported 
general fund estimated and actual charges for services as follows: 


Items 


Estimated Realized 


Parking meters 

Sales of publications . . 
Swimming pool fees . . 
Sewerage charges .... 
Street lighting charges 
Special fire protection . 


$ 42,000 5 43,150 

1.000 1,824 

30.000 47,635 

225,000 230,492 

80.000 76,309 

8.000 8,000 


You are required to do the following things, using Fund Balance as the 

balancing account where none other is specified: 

a) Make a complete entry in general journal form (see page 84) to 
record the budget estimate of charges for services. See ( d ). (In prac- 
tice, charges for services revenue should be classified by the service func- 
tions to which the revenue is related. For economy of time, this kind 
of classification may be omitted from the solution to this problem.) 

b) Make a summary entry in general journal form to record realization of 
revenue from charges for sendees. Assume cash was received for the 
entire amount. See (d). 

c) Make an entry in general journal form to close charges for sendees 
revenue and estimated revenue accounts at June 30, 1969. See ( d ). 

d) Make all general and subsidiary ledger postings required by the pre- 
scribed entries. For general ledger items T accounts will suffice. For 
revenue subsidiary ledger accounts only the names of the items need 
be shown as headings. For subsidiary 7 ledger accounts, use the follow- 
ing column headings: Entry letter, Items, Debit, Credit, Balance. In 
general ledger accounts substitute entry letters for dates. 
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2. For the fiscal year ending April 30, 1969, the Common Council of Roanoke 
Heights enacted a general fund revenue budget containing the following 
estimates of revenue from licenses and permits: 


Alcoholic beverage licenses S 2,200 

Motor vehicle licenses 54,100 

Amusement licenses 37,000 

Burial permits 1,660 

Animal licenses 4,030 


Early in fiscal 1969 certain material errors in the estimates became ap- 
parent, signifying the need for a reduction of 1969 fiscal year revenue 
estimates and appropriations, and the following reductions were formally 
approved by the common council on May 20, 1968. 


Estimated revenue: 

Motor vehicle licenses S3, 200 

Amusement licenses 6,500 

Appropriations : • 

Police protection $4,000 

Fire protection 5,400 

Protective inspection 3,100 


Receipts of revenue from licenses and permits during fiscal 1969 were as 
follows: 


Alcoholic beverage licenses $ 4,050 

Motor vehicle licenses 50,100 

Amusement licenses 29,600 

Burial permits 1,740 

Animal licenses 4,120 


You are required to do the following things, using Fund Balance as a 
balancing account, where no other is indicated, to complete a journal 
entry: 

a ) Make a complete entry in general journal form, as of May 1, 1968, 
to record the estimate of revenue from licenses and permits. See (e). 

b) Make a complete entry in general journal form, as of May 20, 1968, 
to record revision of the 1969 budget. See ( e ). 

c ) Make a complete entry in general journal form, to record receipt of 
revenue from licenses and permits during fiscal 1969. See (e). 

d) Make a journal entry to close Estimated Revenues, Revenues, and 
revenue subsidiary ledger accounts at April 30, 1969. (This require- 
ment may be simplified by doing all of part (e) through entries for 
part ( c ) before doing this part.) 

e ) Post all entries to general ledger accounts and to revenue subsidiary 
ledger accounts. Ignore subsidiary ledger accounts for appropriations. 
Substitute transaction letters (a, b, etc.) for dates in ledger postings. 
Provide the following columns for revenue subsidiary ledger accounts: 
Entry letter, Item, Debit, Credit, Balance. For revenue subsidiary 
ledger accounts the names of the subclasses (alcoholic beverage li- 
censes, etc.) will suffice as headings. 

3. Below is given a listing of budgeted (estimated) and realized revenue of 
city of Clermont general fund for the fiscal year ended September 30, 
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1969. You arc required to prepare a comparative statement of estimated 
and realized revenue, with items grouped according to the six conven- 
tional source classes of revenue (taxes, licenses and permits, etc.) Under 
column heading of “Excess-Deficiency* of Actual Compared with Esti- 
mated” show the amount, nature, and percentage of change. Carry per- 
centages to nearest tenth of one percent. If the base element (estimated) 
is 0, there can be no percentage of change. 


Item 


Estimated Actual 


Vehicle code fines $ 200,000 

Loading permits 500 

Property taxes 4,242,508 

Oil well royalties 132,000 

Interest on temporary investments 3,500 

Donations 3,000 

Welfare apportionment from county 346,219 

Penalties and interest — delinquent taxes 12,000 

Court costs — fees and charges 48,000 

Business licenses 280,000 

State-collected motor vehicle license fees 481,510 

Confiscation of contract performance deposits. . . . 10,000 

Littering violation penalties 1,000 

Federal Aid to Dependent Children, ... 

Amusement taxes 22,000 

Special police service revenue 15,000 


$ 252,215 
360 
4,265,752 
125,037 
4,212 

328,012 

11,872 

58,996 

344,888 

524,620 

8,700 

1,350 

12,279 

20,147 

17,300 


4. Among the records and statements delivered to a senior accountant direct- 
ing the audit of a municipality was the one depicted below. 


TOWN OF REMINGTON 
Operating Fund 

Financial Statement, April 30, 1969 


Estimated Actual 

Taxes: 

General property taxes : 

Current year’s taxes $ 699,840 $ 701,310 

Prior years’ taxes 66,900 64,200 

Total general property taxes $ 766,740 $ 765,510 

Other taxes : 

Franchise taxes $ 1,500 $ 1,500 

Amusement taxes 21,000 19,600 

Distribution of state intangible taxes 1 1,000 12,400 

Poll taxes 1,980 2,160 

Total other taxes $ 35,480 $ 35,660 

Total taxes $ 802,220 $ 801,170 

Licenses and permits : 

Parking meter receipts S 37,600 $ 29,400 

Engineering fees 17,040 21,660 

Burial permits 1,300 970 

Building permits 21,630 19,407 

Total licenses and permits $ 77,570 5 71,437 

Fines, forfeitures, and penalties: 

City court fines 5 6,000 $ 6,840 

Deposits forfeited 2,000 2,140 

Penalties on delinquent taxes 800 630 

Total fines, forfeitures, and penalties $ 8,800 $ 9,610 
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Revenue from use of money and property: 


Petroleum royalties 



$ 

201,600 

Auditorium rentals 

.$ 

12,000 


12,800 

Discounts on purchases 


440 


420 

Interest on delinquent taxes 


660 


710 

Swimming pool revenue 


11.000 


13,600 

Total revenue from use of money 

and property 

. .S 

24,100 

$_ 

229,130 

Revenue from other agencies and persons: 

Distribution of state gasoline taxes 

.S 

91,440 

s 

89,660 

Insurance settlement for fire loss 


12,000 


15,770 

“Conscience” money — tax evasion 


500 


690 

Money received from bond retirement fund . 




30,000 

County contribution for airport expansion. . . 


9,000 


9,000 

Total revenue from other agencies 

and persons 

..$ 

112,940 

s_ 

145,120 

Charges for current services: 

Pumping water from basements 

..$ 

200 

$ 

520 

Mowing weeds on vacant lots 


1,000 


1,100 

Proceeds from sale of property 


2,000 


12,650 

Waste collection and disposal charges 


12,000 


13,380 

Total charges for current sendees 

..s 

15,200 

s 

27,650 

Grand Totals 

. .51,040,830 

SI, 184,117 


During the course of their investigation the auditors obtained the follow- 
ing supplementary information: 

(1) The amount described as a franchise tax was in fact, an amount received as a lump- 
sum payment for rental of town property occupied by a private utility. 

(2) The amount reported as engineering fees was not a licensing charge but the total, 
both estimated and actual, of charges to private citizens for engineering services 
provided by the town’s work force. 

(3) Penalties on delinquent taxes and interest on delinquent taxes pertain to the items re- 
ported under general property taxes. 

(4) Discounts on purchases were of the kinds nowadays considered as reductions of cost. 

(3) Distributions of state gasoline taxes have no relevancy to the operating fund. They 

should be received directly and accounted for by the town’s street fund. 

(6) Town of Remington operating fund consistently records cash received from a special 
bond retirement fund, for payment of bonds, as immediately creating a liability which 
it captions Matured Bonds Payable. The town has not, to date, established a bona fide 
debt sendee fund but retires bonds through its operating fund. 

(7) The town’s auditorium is managed by the operating fund but a special revenue fund 
administers the swimming pool and is entitled to revenue from the operation. 

\ou are required to do the following things: 

n) You will recognize that the revenue statement received by the audi- 
tors does not use the current source classes of revenue, as well as in- 
cluding items which are not actually revenue to it. You are required 
to recast the statement into a similar statement with a correct heading 
using the sixfold classification of revenue now recommended for small 
general fund operations. Retain the two subclasses of taxes. Making 
informal lists of kinds of revenue to be shown under each of the six 
classes, before preparing the formal statement, will save time. 

b) Do you think there are any striking variances between estimated and 
actual revenue in town of Remington’s statement? If so, what do you 
think might be a plausible explanation? 
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c ) State whether you think the town’s anticipation of receiving 512,000 
from settlement of a fire loss would necessarily create suspicion in the 
mind of a fire loss adjuster if he saw the revenue statement. 

5. In 1933, the town of Shelbum, which accounted for revenue on the ac- 
crual basis, incurred serious financial difficulty 7 because collections of prop- 
erty taxes fell far short of the amount of revenue shown when the tax 
levy was recorded. Soon thereafter, use of the accrual basis for revenue 
was officially prohibited, but recording of the tax levy as charges against 
property owners was approved. 

At June 30, 1969, the end of a fiscal year, Shelbum’s general fund ledger 
showed the following names and balances of accounts related to property 
taxes: 


Estimated uncollectible taxes — current year $ 29,000 

Estimated uncollectible taxes — prior years 78,000 

Estimated revenues — current year’s taxes 835,000 

Estimated revenues — prior years’ taxes 58,000 

Reserve for uncollected taxes — current year 56,000 

Reserve for uncollected taxes — prior years 3 1,000 

Revenue — current year’s taxes 81 1,000 

Revenue — prior years’ taxes 65,000 

Taxes receivable — current year 66,000 

Taxes receivable — prior years 107,000 


It is the practice to transfer, at the end of each month, the amount col- 
lected during the month, from Reserve for Uncollected Taxes to Revenue. 
This had not yet been done at the end of June, 1969, as evidenced by the 
fact that the sum of reserve for uncollected taxes and estimated uncollecti- 
ble taxes for both this and prior years exceeded the balances of the re- 
lated taxes receivable accounts. 

For fiscal 1970 the town board had ordained a tax rate which would 
produce a total levy 7 of approximately $830,000, of which 4 percent was 
expected to be uncollectible. 

You are required to do the following things: 

a) Make all entries required at June 30, 1969. Use Fund Balance as the 
balancing account for the estimated revenue and revenue accounts. 
Accounts related to the current y r ear’s taxes receivable may T be trans- 
ferred to prior-years classification at this time. 

b) Record the fiscal 1970 tax levy. 

c) Make a budgetary 7 entry for 1970 with an expenditures budget (ap- 
propriations) of SI, 195,300 and estimated revenues as follows: current 
year’s tax levy, S797,000; prior years’ tax levies, $43,200; other revenues, 
$390,600. Use Fund Balance for balancing y r our entry. No explanation 
required. 

6. The following information pertains to the operations of the general fund 
of K County. Functions of this county government include operating the 
county jail and caring for the county 7 courts. 

Funds to finance the operations are provided from a levy of county 
tax against the towns of the county; from the state distribution of unin- 
corporated business taxes; from board of jail prisoners assessed against 



98 Governmental accounting 


the towns and against the state; and from interest on savings accounts. 

The balances of the asset accounts of the fund after closing on De- 
cember 31, 1968 were as shown below. There were no liabilities. 


Cash on hand $ 320 

Cash in checking accounts 41,380 

Cash in savings accounts 60,650 

Inventory of jail supplies 3,070 

Due from towns and state board of prisoners 3,550 


The budget for the year 1969 as adopted by the county commissioners 
provided for the following items of revenue and expenditures: 


(1) Town and county taxes $20,000 

(2) Jail operating costs 55,000 

(3) Court operating costs 7,500 

(4) Unincorporated business taxes 18,000 

(5) Board of prisoners (revenue) 5,000 

(6) Commissioners’ salaries and expenses 8,000 

(7) Interest on savings (credited to savings account) 1,000 

(8) Miscellaneous expenses 1,000 


The following memoranda represent all the transactions' which were 
debited to expenditures or credited to revenues during the year, with 
all expenditure bills vouchered and paid by December 31, 1969: 

Item (1) was transacted exactly as budgeted. 


Item (2) cash disbursements amounted to $55,230 

Item (3) amounted to 7,110 

Item (4) amounted to 18,070 

Item (5) billings amounted to 4,550 

Item (6) amounted to 6,670 

Item (7) amounted to (added to savings) 1,050 

Item (8) amounted to 2,310 


During the year, $25,000 was transferred from savings accounts to 
checking accounts. At December 31, 1969, the jail supply inventory 
amounted to $5,120; cash (prisoners’ board money) of $380 was on hand; 
and $1,325 of prisoners’ board bills were unpaid, 
you are required to do the following things: 

a) On columnar paper list account titles and balances to make a complete 
trial balance for December 31, 1968. 

b) Determine total estimated revenues and total appropriations and make 
an entry in the second pair of money columns (Transactions for 1969) 
to record the 1969 budget. Record general ledger accounts only. 

c) Record all the transactions stated above. Since all expense bills have 
been vouchered and paid by December 31, 1969, Vouchers Payable 
may be omitted and all expenditures recorded as cash transactions. All 
expenditures and all revenues may be recorded in totals. Revenue col- 
lections may be debited to Cash on Hand. 

d) Make entries for other transactions not specifically stated but required 
to produce the balances stated in the problem. 

e) In the third pair of money columns include a trial balance of the fund 
before closing at December 31, 1969. 

(AICPA, adapted) 
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CONTINUOUS PROBLEM 

4-L. This problem continues the “L” problems concerning the city of 

Bingham. 

You are required to: 

a) Open all necessary Revenue subsidiary ledger accounts (see Problem 
2-L) for the general fund. An appropriate form is illustrated in 
Chapter 4. 

b) Post to the Revenue subsidiary ledger appropriate general journal 
entries made in Problems 2-L and 3-L. 

c ) Prepare in good form a statement comparing the adjusted general 
fund revenue budget with the actual revenues for the first six 
months. 

d) Classify the revenue items below under the captions used by the 
city of Bingham: 


1. Interest on Bank Deposits 

2. Aircraft Landing Fees 

3. Sale of Scrap 

4. Sale of Land and Buildings 

5. Group Life Insurance Dividend 

6. Vehicle Code Fines 

7. Parking Meter Collections 

8. State Gasoline Tax Apportioned to the City 

9. Weed Abatement 

10. City Sales Tax 



Chapter 5 

General Funds: 
Expenditure Accounting 


A generally accepted definition of the expenditures of a fund is that they 
are all charges against the fund assets for expenses (services and supplies), 
for provision for retirement of debt not already recorded as a fund liability, 
and for capital outlays. If accounts are kept on the accrual basis, “charges” 
include both actual disbursements and recording of liabilities to make dis- 
bursements in the future; but if the cash basis is used, “charges” are limited 
to actual payments. This chapter considers, first, all governmental expendi- 
tures; and then, those of the general fund in particular. 

The basis of all expenditure accounting is classification, “classification” 
being principally a systematic device for assisting in the description of the 
transactions classified. Adequate control is impossible without precise 
description. The primary classification of governmental expenditures is by 
funds. Thus, by indicating the fund to which a given expenditure per- 
tains, a certain degree of classification or description is provided. This is 
true because of the more or less standardized nature of the funds com- 
monly used. To illustrate, the mere fact that a given expenditure applies to 
an intragovernmental sendee fund serves to identify it immediately as 
being related to service rendered by a governmental department or office 
which specializes in serving other departments or offices. 

A second major system of classifying expenditures is by function. In 
governmental accounting, “function” designates one of the generally 
recognized classes of service which a governmental unit provides for its 
citizens. Although opinions on the subject are at variance, one authorita- 
tive listing contains eight * which are commonly accounted for by use of 
a general fund or special revenue funds. These eight * are as follows: 

General government Health 

Public safety Welfare 

Highways Education (or Schools) 

Sanitation Culture — Recreation 

* The second printing of NCGA’s Governmental Accounting , Auditing, and 
Financial Reporting lists a ninth, Conservation and Development. 

100 
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It is important to note that some of the foregoing listed functions often 
individually generate such a volume and variety of financial affairs that 
they acquire semidetached satellite existence. Affairs of a functional en- 
tity may even assume such magnitude that all classes of funds except 
special assessment and enterprise, plus general fixed assets and general 
long-term debt and interest groups, are utilized. A very common func- 
tional entity, public school systems, is the subject of Chapter 18. Some 
state highway departments have almost equal diversity of fund and group 
structures. 

In addition to the eight functions extensively accounted for in general 
and special revenue funds there are a few (but not all others) which re- 
quire other kinds of techniques. Some of the more common of the ad- 
ditional functions are: enterprise sendees (utilities, public housing, 
airports); debt service; intergovernmental assistance (primarily state 
and federal); and miscellaneous, for expenditures not appropriate to 
any of the more clearly defined titles. The last named classification 
accommodates such expenditures as those for judgments and losses; retire- 
ment and pension contributions; workmen’s and unemployment com- 
pensation; and other charges not admissable to another functional class. 

The number and identity of functional classes to be used by a single 
fund is dependent upon the number and variety of expenditure transac- 
tions recorded in the fund. The number of functional classes employed 
should be as small as possible consistent with adequate functional descrip- 
tion of the expenditures transactions recorded in the fund. Insofar as 
possible, standard, generally recognized descriptions and names of func- 
tions should be regularly used to facilitate comparison with reports of 
other governmental units, and to expedite the work of auditing records 
and reports incorporating a functional classification. 


Classification by activities 

In order to provide further control over expenditures, functions are 
usually analyzed into activities. For present purposes, an activity may be 
regarded as a meaningful subdivision of the things done by a governmen- 
tal unit in performing a given function. One published classification of 
expenditures for the health function lists eight activity titles. They are: 


Public health administration 
Vital statistics 
Regulation and inspection 
Communicable disease control 


Maternal and child health services 
Adult health services 
Health centers and general clinics 
Laboratory 


Amplification of this list would be desirable for a large-sized governmen- 
tal unit, in order to provide clearer description of its operations. 

Activity classification of expenditures is of special significance in a 
relatively undeveloped but important field of governmental accounting — 
unit cost accounting. Division of the total cost of an activity by the 
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number of units of activity performed gives an objective measure of the 
amount of service materializing from the taxpayer’s dollar. 


Classification by object 

The final analysis of expenditures in the function-activities continuity 
is by object, or the thing for which the expenditure was made. In terms 
similar to those used for defining function and activity, an object is a 
subdivision of an activity. As for other bases of classification, the extent of 
the object classification is likely to differ with the variety and amount of 
expenditures involved. A scheme of object classification recommended for 
use by small and medium-sized units includes the following titles: 

Personal service Other services and charges 

Supplies Capital outlays 1 

This means that costs incurred in performing a given activity may be 
divided into those four classes. A more detailed analysis is provided by the 
following ninefold classification: 


Personal services 
Contractual services 
Commodities 
Interest charges 
Debt redemption 


Sundry charges 
Land 

Buildings and improvements 
Equipment 


Perhaps the present ultimate in object classification is the system em- 
ployed in some branches of the federal government wherein 1 6 different 
classes are recognized. This reflects the variety and volume of expendi- 
tures made by the federal government. 

If so desired, major object classifications may be analyzed into such 
minor classifications as are deemed necessary for proper control. Thus, 
personal service may be subdivided on the basis of permanence and 
regularity of employment of the persons represented; and each of these 
subclasses may be broken down to show whether the sendees performed 
were regular, overtime, or extra. 


Classification by organizational unit 

Detailed description of governmental expenditures by purpose — that is, 
by function, activity, and object — is not the only basis for control availa- 
ble to governmental administrators and others interested in effective and 
economical use of government funds. Also of importance is information 
about the organizational unit which brought about the expenditures. This 
is a means of establishing personal responsibility for use of public money, 
without which reasonable control would be difficult, if not impossible. It 
permits close correlation of budget requests and appropriation expendi- 


1 According to the latest (1968) pronouncement of the National Committee on 
Governmental Accounting this is also the name of a character classification. (See page 


104 .) 



5 — General funds: expenditure accounting 1 03 


tures. Organizational classification ordinarily begins with the branches or 
agencies of government and thence descends through bureaus, divisions, 
and whatever other units may be included in the organizational scheme. 
Since the organizational pattern of governments is not uniform but varies 
on account of many different influences, it follows that organizational 
classifications of expenditures must be drawn to fit each individual case. 

As an example of what may be involved in the accumulation of infor- 
mation through the organizational structure, the following outline of an 
imaginary organization for protecting life and property in a very large 
city is given: 

Protection of Life and Property 
Department of Police 
Chief’s Office 
Personnel Bureau 
Administrative Division 
Division of Instruction 
Bureau of Uniformed Personnel 
General Police Division 
Medical Division 

Division of Motion-Picture Censorship 
Detective Bureau 
Investigation Division 
Identification Division 
Criminal Correspondence Division 
Traffic Bureau 
Mounted Division 
Motorcycle Division 
Vehicle Division 
Bureau of Records and Property 
Clinical Division 

Division of Criminal Information and Statistics 
Signal Division 
Property Division 
Department of Fire 
Chief’s Office 

Bureau of Fire Control and Extinguishment 
Administrative Division 
Division of Fire Extinguishment 
Division of Instruction 
Division of Fire Alarm Signal 
Bureau of Fire Prevention 
Bureau of Equipment and Supplies 
Administrative Division 
Clinical Division 

Emergency and Special Service Division 
Repair Division 

Division of Building Maintenance 
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Department of Inspection 
Bureau of Building Inspection 
Board of Examiners of Plumbers 
Board of Examiners of Engineers 
Board of Examiners of Masonry Contractors 

An ideal scheme for classification of governmental expenditures would 
incorporate exact correlation between organizational units on the one 
hand and functions and activities on the other. This would establish 
definite responsibility for costs and quality of services received. However, 
complete correlation to the degree suggested is not feasible. As an illustra- 
tion, two or more departments may participate in the discharge of one 
function — for example, the Police Department and Fire Department, both 
of which normally contribute to public safety. On the other hand, both 
the function of sanitation and that of highways may be discharged by a 
single Public Works Department. Finally, a given kind of activity, such as 
supervision, may be engaged in by a number of different bureaus or other 
governmental organizations in the performance of their duties. 

Classification by character 

The final basis of classification to be discussed here is character of the 
expenditure — generally speaking, as to whether it is for past, present, or 
future benefits. A common classification of expenditures by character 
recognizes three groups, as follows: 

Current expenses 
Capital outlays 2 
Debt service 

Debt service includes both payments of principal and interest on bonds 
and contributions to debt service funds. Current expenses include those 
expenditures made for day-to-day operation, administration, and mainte- 
nance, most of the benefit of which is current in nature. Capital outlays 
are, as the name implies, those that create values to be realized over a long 
period of time, in the nature of land, structures, and improvements. 

Little correlation or integration exists between classification by charac- 
ter and the other bases of classification discussed above. Character classifi- 
cations cut irregularly across the other systems of classification and bear 
no logical or consistent relationship to any of them. 

Character classification of expenditures is potentially of great signifi- 
cance to taxpayers and other citizens. Properly used, it could give them 
valuable information for appraising the cost of government during a given 
period. Generally speaking, amounts spent for debt retirement represent 
costs incurred by previous administrations; whereas capital outlays are 

2 According to the latest (1968) pronouncement of the National Committee on 
Governmental Accounting this is also the name of an object classification. 
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forward-looking in nature and tend to reduce the cost of government in 
the future or to increase benefits not covered by current costs. Undoubt- 
edly, however, expenditures for current purposes and uses are most influ- 
ential on the public mind, strongly influencing popular attitude toward 
responsible officials. 

Coding of accounts 

Any well-organized accounting system using as many as 40 or 50 
different accounts should include a code symbol for each account. A code 
symbol has been described as a device consisting of numbers or letters, or 
a combination of numbers and letters, for identifying the account or 
referring to it without stating its full title. The values of a code of 
accounts, using the expression collectively, are suggested in the following 
brief summary: 

1. The use of a code provides more exact identification of a transaction or 
other financial fact than might be furnished by a literal description. This 
value is of special importance in accounting systems consisting of great 
numbers of accounts, many of which differ from others in only minor 
details. 

2. Great economy of space and time results from the use of account code 
symbols in records and reports instead of writing out account titles, which 
often must be quite lengthy to be clear. 

Coded account classifications should be represented by a chart of 
accounts and a manual of accounts. A chart of accounts is a systematic 
listing of all account titles with the code of symbol shown for each 
account. A manual of accounts is an amplification of the chart of accounts 
in which is given, in formal manner, a statement of the contents and 
meaning of each account. Both the chart and the manual of accounts are 
indispensable to successful and satisfactory use of an account classification 
system of any considerable magnitude. 

Expenditure accounts, because of the variety of information which 
they may contain, offer the greatest problem in coding. A simple system 
which may be acceptable for a limited number of accounts consists of a 
straight numerical series. An illustration of this system is as follows: 

EXPENDITURE ACCOUNTS (GENERAL AND SPECIAL 
REVENUE FUNDS) 

I. General Government 

1. Legislative: 

2. Municipal council or commission 

3. Legislative committees and special bodies 

4. Ordinances and proceedings 

5. Clerk of council 

6. Executive: 

7. Mayor 
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8. Manager 

9. Boards and commissions 

10. Judicial: 

11. Criminal courts: 

12. Felonies 

13. Misdemeanors: 

14. Traffic 

15. Unclassified 

It will be noted that detail and summary accounts arc included in the same 
scries. If less detail is desired in the system, the minor classifications may 
be omitted and the highest classes used as account titles. 

One objection to the straight serial-numbering method of coding ac- 
counts is that the symbols do not indicate the nature of the account 
✓ 

designated. This would require frequent reference to the chart of ac- 
counts. A second objection to the straight numbering system is its inflexi- 
bility, there being no provision for insertion of new accounts without 
changing a large part of the code. A potent argument for the serial-num- 
bering system is its simplicity. 

Another number code may be described as a “significant-digit” system. 
This system designates certain digits of the code to represent specific 
information about each account. Under this plan, a digit code, with 
groupings of 0000-000, might be used as follows: 

1. The left-hand group of digits would be used to indicate the fund or the 
group of like funds (special revenue, trust, enterprise, etc.). Blocks of 
numbers would be assigned to each fund or group of funds in the follow- 
ing manner: 

0001-1999: General fund 

20 00-3999: Special revenue funds, etc. 

Thus, any left-hand group of figures of less than 2000 would indicate the 
general fund. 

2. The two left-hand digits in this block may be used to signify the depart- 
ment represented by the transaction. Thus, 0400 would signify a given 
deparment of the general fund and 2400 a given department of a special 
revenue fund. 

3. The right-hand two digits of the first group may be used to indicate 
divisions of bureaus within the department. Thus, the number 0402 signi- 
fies Division No. 2 in Department No. 4 of the general fund. 

4. The right-hand group of three digits may be used to indicate major, 
minor, and detailed object classes. Thus, the left-hand member of the 
group may indicate personal services; the middle digit may indicate regu- 
lar or other type of service; and the third digit may indicate whether 
the service is for regular, overtime, or extra compensation. 

As an example of this system of coding, the symbol 0402-1 1 1 might 
represent a transaction concerned with regular salary for a full-time 
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employee in the Division of Accounts, Department of Finance, of the 
General Fund, 

A scheme combining numbers and letters is favored by many. It 
resembles the significant-digit method except that letters also are em- 
ployed as indicators, possibly reducing errors caused by the confusion of 
digits. Using this method and assuming entirely separate sets of symbols 
for the various funds, a given account of the general fund might be coded 
as 2107-C43, which might represent the following expenditure: 

Function: Public Safety (2000 block) 

Department: Police (2100) 

Bureau: Criminal Identification (2107) 

Character: Current expenses (A-C letter block, for example) 

Main Object Class: Materials and supplies (C) 

Minor Object Class: Photographic supplies (4) 

Detailed Object: Films (3) 

As is true for the significant-digit system of identification, a complete 
classification chart and manual should be provided for reference use with 
the combined number and letter system. 

Classification of expenditures for funds other than general and special 

revenue 

As indicated previously, expenditure classification is of primary im- 
portance for general and special revenue funds. Most other types of funds 
engage in such narrowly specialized types of activities that comprehensive 
classification of their expenditures on all the bases described above is not 
possible. Some utility funds require a large number of expenditure ac- 
counts, but the nature of utility operations requires a materially different 
classification. Utility expenditure classifications will be discussed in Chap- 
ter 12. Expenditures of all funds may be classified by character. Object 
classification may be applied to most expenditures of other funds except 
agency and sinking funds. Organizational units are of no consequence for 
some funds, so that basis of classification is of no importance for them. 

Expenditure procedures 

Accounting procedures employed in fund accounting reflect a number 
of influences: legal and other requirements, variety and volume of transac- 
tions, and experience and training of accounting personnel. Legal and 
other similar requirements are influential not only for their direct pro- 
nouncements upon accounting procedures but also for the organizational 
structures which they prescribe or allow. Accounting procedures are 
likely to be much more effective if the purchasing, accounting, and 
financial operations are entirely separated from one another than if all or 
any two of them are combined under the authority of one individual or 
department. The reason for separation is to provide for better internal 
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control as a means of reducing errors and fraud. In the following brief 
discussion of expenditure accounting procedure for materials or supplies, 
the recommended arrangement of complete separation of purchasing, 
accounting, and finance will be assumed. 

1. An expenditure is likely to have its origin with a department head or 
some other qualified person preparing a request or requisition for some 
needed article. The request may be prepared on a special form which has no 
other use, or it may be prepared on a form that subsequently develops into a 
purchase order. For present purposes, the latter case will be assumed. In 
whatever form adopted, the request is transmitted to the purchasing agent. 

2. Upon receipt of the requisition, the purchasing agent takes such action 
as is required by law or other regulations. These will include locating sources 
of supply for the article desired and, in many cases, obtaining bids in some 
prescribed manner. After having converted the request into terms of mone- 
tary requirements, the purchasing agent submits it to the accounting depart- 
ment. 

3. The purchase request must be examined by the accounting department 
to determine (a) the fund to which the expenditure, if made, would be 
charged; ( b ) whether the article requested is covered by appropriations or 
other authorizations in effect for that fund; and ( c ) whether sufficient funds 
are available to cover the desired purchase. If ( b ) and ( c ) are decided in the 
affirmative, the accounting department will enter upon all copies of the pur- 
chase request the code symbol of the account or accounts to be charged. 
One copy may be retained by the accounting department; and the other 
copies, at least one of which will be signed by the chief accounting officer, 
will be returned to the purchasing department. From the retained copy the ac- 
counting department will record an encumbrance or commitment against the 
appropriation to be charged for the purchase approved, in order that the 
appropriation may not be overexpended through subsequent transactions. En- 
cumbrance accounting procedure is not a universal practice for all funds, 
but is useful to those that operate under feed-amount authorizations. 

4. Upon proper authentication by the purchasing agent, the requisition 
now becomes a purchase order and is issued to the prospective vendor. (See 
Illustration 5-1.) 

5. When materials covered by the purchase order are received, they are 
thoroughly checked and examined. For this purpose, a copy of the purchase 
order, not showing quantities, may be used to advantage. The receiving re- 
port, in whatever form prepared, is sent to the purchasing department for 
comparison with the purchase order. If the terms of the purchase order have 
been complied with, approval of the purchase is indicated in some formal 
manner and transmitted to the accounting department for matching with the 
vendor’s invoice. To insure that all necessary information is available, some 
governmental units supply a standard invoice form which the vendor is re- 
quested to use, even though he bills also on his own form as part of his 
own standard procedure. 

6. In the accounting department the purchase order, the receiving report, 
and the invoice are compared; and if all details are found to be in order, 
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the claim is approved for payment. Approval of the claim may be evidenced 
by a formal voucher on which has been summarized all pertinent informa- 
tion necessary for the complete recording of the transaction, including a 
record of all verifications and audits. At this stage the transaction is recog- 


lllustration 5-1 

FORM FOR USE IN RECORDING ENCUMBRANCES FOR PURCHASES OF 
EQUIPMENT, MATERIALS AND SUPPLIES, CONTRACTUAL SERVICES, ETC. 


COUNTY OF DARKE 
PURCHASE ORDER 


To GzncA&t 0££_ 
Luna, OlUo 


Please ship to VaJike. Cotmtii 

Gzn&uiL fund 

Attn.’ J. Hvan*. Couiitit Auditor 
GnztnvtlLe., Ohio ~ 

Via Be At UXW 


Purchase Order No. 56-904 

Date Jubt 7, 1969 

Requisition No. G. f. &76 
Name of Account to Be Charged_ 

OrilfcgE BQiuprr.znt 

No. of Account to Be Charged 

2041-3007 


Unit 

No. of 

Units 

Description 

Price Per 

Unit 

Each 

TV.ee 

Adding Machine., Univeuat, 

Itidel M-673-4 

S3H.00 




Total 



Terms: n/30 


Approved for Sufficiency of Funds: 


Hafiold BoAbouA 


(Comptroller) 


Joseph Evans 


(County Auditor) 


Dote lulu 10, T9 69 


Jultf 10. 1969 


nized as an expenditure and is so recorded, with a credit to a liability ac- 
count such as Accounts Payable or Vouchers Payable. Having been recog- 
nized as an actual liability, the transaction has emerged from the contingent 
stage; to record this fact requires an entry reversing the encumbering or 
committing entry described in item 3, above. As conclusive evidence of ap- 
proval for payment, the accounting office may prepare and issue a warrant, 
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ordering the treasurer or other financial officer to make payment of the claim 
represented by the voucher. If considerable delay is ordinarily expected in the 
payment of vouchers, the liability may be transferred from Vouchers Payable 
to Warrants Payable. Details of liability accounting will be covered in 
Chapter 14. 

7. Upon receipt of the warrant, the financial officer will make payment of 
the claim. The warrant may be of such form that by insertion of additional 
information and signature by the financial officer, it becomes a bill of ex- 
change and is issued to the creditor. On the other hand, the warrant may be 
exclusively an order for payment, requiring a separate document for the bill 
of exchange. 

8. Upon receipt of formal evidence that the claim has been paid, the ac- 
counting officer may record the fact by debiting the liability account and 
crediting the appropriate cash account. 

Exceptions to above procedures 

The foregoining procedures represent only an outline of the significant 
steps in expenditure accounting. Not only are they subject to numerous 
variations, but also they are not applicable to all situations. Perhaps the 
chief exception is found in the method of accounting for costs of personal 
services. The basis for this exception is twofold, as follows: 

1. Liability for personal services is not based upon invoices but upon per- 
sonnel and payroll data. First among these are salary and wage ordinances or 
other schedules of rates for payment to employees. Second are the records of 
time or other factors determining employees’ claims for payment. On account 
of the complexity of employee-employer relationships, payroll records must 
show in exact detail the claims of employees and the methods by which they 
were discharged. These details include, with the rate of pay, such items as 
credits and charges for sick and annual leave, absences, leave without pay, 
overtime, changes in grade of employment, automatic pay increases without 
change in grade, withholdings, and payments on retirement contributions and 
tax liabilities, etc. 

2. Because amounts appropriated for personal services may not be used for 
other purposes, and because the amount to be spent for personnel is likely to 
be fairly uniform from month to month, many governmental units make no 
entries for encumbrances on account of payrolls but record the liability ini- 
tially when the periodic payrolls become due. Dispensing with encumbrances 
for payrolls may be acceptable practice under the conditions assumed above; 
but if employment by the governmental unit fluctuates materially, encum- 
brance procedure should be followed, possibly on a quarterly basis, to give a 
better representation of payroll funds required, or possibly of payroll appro- 
priations which by approval of proper authorities might be diverted to other 
uses. (See Illustration 5-2.) 

A second exception to the procedures described above may be found 
in accounting for amounts due to other funds — for example, an amount 
due to another fund for supplies transferred. Special provisions may be 
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established for handling such transactions -without passing them through 
the Vouchers Payable account. Obviouslv, claims on account of utility 
and other contractual services would require handling different from that 
for the purchase of tangibles. 


Illustration 5-2 

FORM FOR USE IN RECORDING ENCUMBRANCES FOR TRANSACTIONS 
OTHER THAN PURCHASES OF EQUIPMENT, MATERIALS AND SUPPLIES, 
CONTRACTUAL SERVICES, ETC. 


CITY OF GREENVILLE 

MISCELLANEOUS ENCUMBRANCE DOCUMENT 



No. 3 S 


To Jokr. C. fiction 

Date October 14. 

1969 

706 Vornnc St. 

Reference CcVieipondenct. 

C'.zzrvittc. Ohio 

Nome o? Account to Be Chcrqed 

Explanation ir * 

Juda'r.ejvti cxd LcAiei 

dtrnots to ttnpiKtu 

Account No. 7075-0435 

! 

Description 

Amount 

Cue Ho, 76, Scpterbcn, 1969, 

itxn, Vcxkt County Cv-xutt Count 

1293 


Total 

#293 

Approved for Sufficiency 

Sianed Jo-izvh EvarJ 


of ftjryfsj "f 


(Comptroller) 



Date Octobzt 77, 7 959 

Dofe Octobcn 17, 1969 



A third possible occasion for substantial deviation from the general 
procedures outlined above occurs when a central stores unit is maintained. 
If the unit is operated by an intragovernmental service fund, purchases of 
equipment, materials, and supplies will be accounted for according to in- 
tragovernmental service fund procedures, thus narrowing the range of 
expenditures to be handled by other funds. Furthermore, a central stores 
department may be incorporated as part of a general or special revenue 
fund operation, in which case the requisitioning and purchasing proce- 
dure would differ from that described in the general plan. 

Finally, the special nature of some types of funds may prevent their use 










Illustration 5-3 
TOWN OF LYNN 
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i If Operating Clearance account is not used, both Expenditures and Appropriations should be closed to Fund Balance. 
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of the general expenditure procedure suggested for materials and supplies. 
Among these funds are, especially, those of the capital projects, debt 
service, trust, and agency types. 

Ledger form for appropriations and expenditures 

A variety of forms is employed in accounting for appropriations and 
expenditures. The exact composition of the form adopted will depend 
largely upon the legal, accounting, and reporting requirements under 
which the fund is being operated, not to mention the type of recording 
equipment to be used. Minimum requirements would seem to include 
provision for the following information: 

1. Complete identification of the account as to such of the following items 
as are pertinent: 

tr) Fund. 

h) Organizational unit. 

c) Function. 

d) Activity. 

e) Object class. 

f) Character. 

This information may be given in both verbal and code form. 

2. Amount of appropriation for the purpose represented by the account. 

3. Expenditures to date which are chargeable to the amount appropriated. 

4. Encumbrances on account of orders, contracts, or other forms of commit- 
ment which have not reached the ascertained liability stage. 

From the minimum requirements described in items 2, 3, and 4, above, the 
form may be expanded to as many as 10 or 11 columns, to show payments 
and various kinds of balances frequently used in operation of the account. 
Other modifications or additions may be made to provide for special 
requirements attending use of the record. A simple form of appropriation 
ledger account is shown in Illustration 5-3. 

Closing appropriation expenditure accounts 

The procedures followed in closing appropriation expenditure subsidi- 
ary accounts are subject to numerous variations, depending upon the 
number and purposes of money columns included in the subsidiary ledger 
form and upon the inclination and preference of the responsible account- 
ant. Notwithstanding variations in technique of expenditures closing en- 
tries, the prime objective remains the same, namely, to transfer the balance 
to Fund Balance or whatever other account is chosen to receive it. As an 
example of what is meant by the foregoing reservation, the balance of an 
indeterminate appropriation (see Appendix 1 ) may be transferred to some 
such title as Unencumbered Appropriations, to carry it, intact, into the 
subsequent period. 

For explanation of the basic principles of expenditures closing entries, 
let it be assumed that the subsidiary ledger accounts for the X and Y 
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appropriations appeared in the following summary form at the end of a 
fiscal period: 


X 


Appropriations 

Encumbrances 

Expenditures 

Unencumbered 

Cr. 

Dr. 

Dr. 

Unexpended Balance 

$30,000 

$2,000 

$27,500 

$500 


Y 


Appropriations 

Encumbrances 

Expenditures 

Unencumbered 

Cr. 

Dr. 

Dr. 

Unexpended Balance 

$60,000 

$4,000 

$56,200 

$200* 


* Debit- 


It should be noted that, although the amounts under Appropriations and 
Expenditures are net totals, the Encumbrances figure in each is the differ- 
ence between encumbrances recorded and encumbrances that have passed 
into the expenditure stage. To close the above ledger accounts, the fol- 
lowing entry might be made: 


Appropriations 90,000 

Encumbrances 6,000 

Expenditures 83,700 

Fund Balance 300 

Explanation : 

Appropriti- Encum- Fund 

tions brances Expenditures Balance 
Item Dr. Cr. Cr. Cr. 

X 530,000 $2,000 $27,500 $500 

Y 60,000 4,000 56,200 200* 

Totals.. . $90,000 S 6.000 S83,700 S300 


* Debit- 

After the above compound closing entry has been posted, the subsidi- 
ary ledger accounts for the X and Y appropriations will appear as follows: 

X 


Appropriations 

Encumbrances 

Expenditures 

Unencumbered 

Cr. 

Dr. 

Dr. 

Unexpended Balance 

$30,000 

$2,000 

$27,500 

$500 

30,000* 

2,000* 

27,500* 

0 






• Negative entries. 
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Y 


Appropriations 

Cr. 

Encumbrances 

Dr. 

Expenditures 

Dr. 

UncncirmbcTcd 
Unexpended Balance 

$60,000 

60.000* 

$4,000 

4,000* 

$56,200 

56,200* 

$200* 

0 






* Negative entries or negative balance. 


It will be recalled from an earlier statement that the primary requirement 
of appropriation expenditure closing entries consists of transferring un- 
used balances to Fund Balance. Insofar as the subsidiary accounts are 
concerned, they could be reduced to zero balances by debiting either 
Appropriations or Expenditures for their respective balances. Thus, the X 
Appropriations account, illustrated previously, could haye been reduced 
to a zero balance by entering S500 as a debit in either the Appropriations 
credit column or the Expenditures debit column. This method, although 
somewhat crude, is obviously a timesaving short cut and may be used at 
the discretion of persons responsible for accounting procedures. 

That part of the illustrative closing entry which credited Encum- 
brances, thereby reducing the amount of credit to Fund Balance, left the 
Reserve for Encumbrances on the books as a reservation of assets to cover 
purchase orders or other commitments outstanding. Obviously, the reser- 
vation for outstanding encumbrances could have been effected separately, 
as explained in Chapter 3, by the following entry: 

Fund Balance 

Encumbrances 

Encumbrances subsidiary credits 

X 

Y 

Total 

When the closing entries for appropriation expenditures include subsidi- 
ary as well as general ledger accounts, which is usually the case, separate 
closing of Encumbrances is not recommended. Time, space, and effort 
may be conserved by including the operation with that of closing Appro- 
priations and Expenditures. Illustration 5-3 shows typical entries in an 
appropriations expenditure account. 

Expenditure reports 

The desired end product of expenditure accounting is control. Estima- 
tion through budgeting, analysis by groups and classes, recording in 
accounts, and, finally, preparation of formal expenditure statements have 
the ultimate purpose of direction and control. 

Expenditure statements take a number of forms, depending upon the 
intentions of those persons responsible for the preparation thereof, reflect- 
ing particularly their wishes as to what aspects of expenditures are to be 
set forth in a given statement. Some types of funds with a limited range of 
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expenditures — debt service funds, capital projects funds, agency funds, 
and some trust funds, in particular — utilize special forms of statements 
which will be described in the chapters devoted to those funds. General 
and special revenue funds, because of the wide range of activities thev 
normally serve, require much more attention to expenditure statements; 
and to funds of those types the following paragraphs are especially ap- 
plicable. 

Fund administrators have need for both interim and terminal state- 
ments. Interim statements serve the primary purposes of showing whether 
the fund is apparently being operated within its budget allowances, 
whether curtailments appear to be necessary in the future, or whether 
transfers or additional appropriations should be sought. A secondary 
purpose of interim expenditure statements is to aid in the preparation of 

Illustration 5-4 

TOWN OF LYNN 
Operating Fund 


Statement of Appropriations for This Year, Expenditures and Encumbrances This Year 
to Date and Same Day Last Year, and Unencumbered Balances This Date 

July 31, 1969 


Function and Organization Unit 

Appropria- 

tions 

Expenditures and 
Encumbrances 

Unen- 

cumbered 

Balance 

This Year 
to Date 

Last Year 
Same Date 

General government: 

City council 

Mayor’s office 

Finance department: 

Bureau of Accounting 

Other bureaus (detail) 

Total finance department 

City courts .- 

Judges 

Other divisions (detail) 

Total city courts 

Other departments and 

divisions (detail) 

Total general government 

Other functions and units 

(detail) 

Total Operating Fund 

S 3,000 

S 1,750 

$ 1,750 

$ 1,250 

..$ 9,080 

S 5,360 

$ 4,930 

$ 3,720 

$ 12,600 
17,800 

S 8,050 
9,410 

$ 7,390 

8,740 

$ 4,550 
8,390 

$ 30,400 

$ 17,460 

$ 16,130 

$ 12,940 

S 4,800 
7,030 

$ 2,800 
4,660 

$ 2,450 

5,300 

$ 2,000 
2,370 



S 11,830 

$ 7,460 

$ 7,750 

$ 4,370 

S 10,450 

$ 7,060 

$ 34,910 

$ 3,390 

S 64,760 

$ 39,090 

$ 65,470 

$ 25,670 

$430,880 

$260,110 

$205,380 

m 

$495,640 

$299,200 

$270,850 

$196,440 
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the following year’s budget. This is true because a budget for a given year 
is likely to be prepared some months before the year begins; and to 
determine new revenue requirements for the following year, it is neces- 
sary to know how much balance (or possibly deficit) will be carried over 
from the current year. Such a determination has a greater degree of 
accuracy if it is based upon a formal statement of operations for the year 
to date. 

Interim statements 

Whatever details may be incorporated in interim expenditure state- 
ments, the main divisions will consist of the total amount available for the 
year, the amount of expenditures and encumbrances to date, and the 
balance available for the remainder of the year. One variation of that 
structure is the addition of current-month figures for expenditures and 
encumbrances; whereas another provides for showing figures for the 
comparable period last year, this latter variation having special value in 
connection with expenditures subject to seasonal fluctuation. 

The statement shown in Illustration 5-4 is not a standard or legally 
prescribed form. It merely exemplifies the significant general divisions of 
an interim expenditure statement. The contents and arrangement may be 
modified in many ways to suit individual requirements. Instead of appear- 
ing in total only, expenditures and encumbrances may be shown sepa- 
rately and then totaled. Unencumbered balances at this date in the preced- 
ing year may be added to the statement. Instead of showing figures by 
function and organization unit, the statement may analyze expenditures 
according to the other bases of classification, such as activity, object, or 
character, or according to any combination of the five bases mentioned. 
The exact form and arrangement of the statement, to repeat, should be 
determined by what information it is intended to show and what emphasis 
is desired for the various parts. 

Terminal statements 

Terminal statements of expenditures, that is, those prepared at the ends 
of fiscal periods, serve three major purposes, as follows: 

1. They show in detail the manner in which the governmental unit adminis- 
tration has conformed or endeavored to conform to the authorizations 
granted it by the legislative body. 

2. They form the basis for judging the efficiency and wisdom with which 
taxes and other revenues have been used by organizational units and for 
various purposes such as functions, activities, objects, etc. 

3. They are indispensable in the preparation of future years’ budgets. 

As with interim statements, terminal expenditures statements are found 
in many different forms, reflecting differences in what governmental 
administrators wish to show and to some extent differences in laws under 
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which governmental reporting is done. Further resembling interim state- 
ments, terminal expenditure statements show in general what was available 
or authorized, what was spent and for what purposes, and what remained 
at the end of the year. A form of expenditures statement reporting by 
function, activity, and object class is shown in Illustration 5-5. 

Illustration 5-5 

TOWN OF LYNN 
Operating Fund 

Statement of Appropriations Compared with Expenditures and Encumbrances 

for the Year 1969 


Function, Activity, and Object 

Appropria- 

tions 

Expendi- 

tures 

Unex- 

pended 

Balance 

Encum- 

brances 

Unencum- 

bered 

Balance 

General government; 

Legislative; 

$ 6,000 
1,250 

$ 6,000 
1,060 

$ 190 

$ 130 

$ 60 


Total legislative 

$ 7,250 

$ 7,060 

$ 190 

$ 130 

$ 60 

Executive: 

Personal services 

$ 15,600 
480 
960 

$ 15,480 
420 
910 

$ 120 
60 
50 

$ 80 
40 


Supplies 

Other services and charges. . 

Total executive 

$ 17,040 

S 16,810 

5 230 

$ 120 

$ no 

Other activities and objects 
(detail) 

S 13,070 

S 12,660 

$ 410 

$ 360 

■ 

$ 50 

Total general govern- 
ment 

$ 37,360 

$ 36,530 

$ 830 

5 610 

$ 220 

Other functions, activities, and 

$631,080 

$622,490 

$8,590 

$6,410 

$2,180 

Total Operating Fund 

$668,440 

$659,020 

$9,420 

$7,020 

$2,400 








* Red. 


Concerning the statement in Illustration 5-5 and other expenditure 
statements covering a complete fiscal year, the following observations are 
noteworthy: 

1. Encumbrances outstanding at the end of a fiscal year should receive 
careful scrutiny. Large amounts of encumbrances at the closing date may 
evidence an effort to use all appropriations without respect to real need, as 
grounds for requesting equal or larger appropriations in years to come. 

2. Reserves for encumbrances carried over from a peceding period must 
be included with appropriations, under a modified heading of “appropriations 
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and reserves for encumbrances,” or, if preferred, may be incorporated in a 
separate section of the statement following the appropriations section. 

Sources of information for expenditure statements 

It has been made clear that expenditure statements may take numerous 
forms, with data grouped and classified in a variety of ways to meet 
special needs and requirements. Obviously, it would be entirely impractic- 
able to maintain controlling accounts for the several major and minor 
groups of expenditure data required for statement purposes. This is not to 
say that controls may not be kept for groups of data if circumstances 
make such a device feasible. Expenditure ledger accounts are likely to be 
kept for object classes, one account for each object class under each 
different combination of higher classifications. To illustrate, let it be 
assumed that a given ledger account bears the following identification: 

Code No 

Function: General Government 

Organization Unit: Department of Finance — Bureau of Assessment 
Activity: Appeals 
Character: Current Expense 
Object: Personal Sendees 

Only transactions conforming to all the elements in the heading or 
description would be recorded in this account. Any transaction about 
which any one of the elements differs would require a separate ledger 
account. But in place of controlling accounts for the major and minor 
classes, separation and grouping would be accomplished by arrangement 
of ledger sheets in books, files, “tubs,” computer records, or whatever 
physical form the ledger may take. Thus, all detail accounts captioned 
“General Government” would be found in one section. Within that 
section, all accounts identified as “Department of Finance” would be 
found together in a subsection, and so on through other classifications. It 
is seen, therefore, that in the preparation of statements the first step is 
summarization and recapitulation of information into such arrangements 
as best fit the statement form to be used. 

Application of electronic and mechanical equipment to the processing 
and summarization of accounting data has brought about far-reaching 
changes in the form of financial records and statements; yet the subject 
matter is not fundamentally different. Records and statements of revenue 
funds are no exception to the foregoing generalization. 

SELECTED REFERENCES 

Anderson", Martin F. “Uniform Accounting for Counties,” Municipal Fi- 
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Morey, Lloyd and Hackett, Robert Phillip. Fundamentals of Govern- 
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Tenner, Irving and Lynn, Edward S. Municipal and Governmental Ac- 
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QUESTIONS 

1. In a certain governmental agency, purchase orders and other commitment 
documents were charged against the unencumbered, unexpended balance 
of the proper appropriation before the documents were approved and 
signed by the chief fiscal officer. What do you judge to have been the 
motive back of that procedure? 

2. A governmental agency sends to its receiving room, for use in “checking 
in” shipments received, a copy of the purchase order with quantities and 
possibly money amounts missing, but with description of articles remain- 
ing. Why the omission of quantities? 

3. A comparative statement of expenditures by a governmental unit for two 
successive years showed that certain kinds of expenditures were materially 
less in the second year than in the first. State three different possibilities 
that might account for the reduction. 

4. The uniform accounting manual provided for an important class of gov- 
ernmental units of the United States contains one classification of ex- 
penditures designated as “Functions or Activities.” Comment on that 
heading. 

5. What undesirable result or results may come about from a highly detailed 
breakdown of expenditure accounts, such as major object accounts di- 
vided into minor object accounts, with the latter analyzed into other 
titles called “cost accounts”? 

6. It is said that a potentially good financial statement has little value with- 
out intelligent interpretation. Explain. 

7. What are some kinds of expenditures made by a governmental unit 
which are not initiated by a purchase order and for which some other 
form of commitment document should be used? 

8. What type of expenditure report, that is, what basis of classification, 
would reveal purchases of unusual amounts of certain items? Unusual 
amounts of expenditures by certain departments? 

9. Is it true that expenditure of more in a given year than has been ap- 
propriated for that year will result in a cash overdraft? Explain. 

10. For a certain governmental unit an expenditures statement prepared on 
the cash basis showed $580,650 for personal services. A similar statement 
prepared on the accrual basis showed $591,110. Explain the probable 
cause or causes of difference between the two amounts. 
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PROBLEMS 

1. Some governmental units maintain an object-finding list, which is a list 
of objects and services commonly purchased by the unit, with a showing 
of the approved classification for each object or kind of service. Under 
appropriate headings — personal services, supplies, other services and charges, 
and capital outlays — list each of the following items related to county gov- 
ernment: 


Purchase of typewriter 
Burial of service veterans 
Travel to conventions 
Payments to sheriff for board of 
prisoners 

Transfer of cash to debt service fund 
Rental of postage meter 
Cost of having postage put into 
postage meter 

Cost of engineering and management 
consultant services 
Public accountants’ fees 
Street sweeping machine 
Vacation pay to employees 
Clothing for persons committed to 
mental institutions 
Gas bills for county jail 
Agricultural supplies for county in- 
firmary 

Premiums on officials’ fidelity bonds 
Fees for county officials’ membership 
in professional organizations 
Interest on borrowed money 


Salaries — regular help 
Medical services for county prisoners 
Plumbing service for damage done by 
prisoners 

Salaries — extra help 
Gasoline 

Costs of court cases venued to other 
counties 

Law books and services 
Radar equipment — sheriff s office 
Repairs to jail heating plant under 
maintenance contract 
Cost of judgment for damages to pri- 
vate property 

Cost of uniforms for sheriff and 
deputies 

Telephone and telegraph tolls 
County’s share of FICA payments 
Light bulbs 
Fire truck 

Rent of post office box 
Printing of legal notices 
Payments to jurors 


2. Below are listed the names of various functions, activities, object classes, 
character classes, and organizational units. For each one, identify its 
classification according to the foregoing groups. 


Inspection of weights and measure- 
ments 

Current expenses 
Highways and streets 
Other services and charges 
Garbage collection service 
State highway commission 
Transportation of pupils 
State supreme court 
Preparation of tax bills 
City court 

County assessor’s office 
Supplies 

Snow and ice removal 
Instruction 

Inspector of weights and measures 


Feeding of prisoners 
Personal services 
Fire fighting 

Crime detection laboratory 

Culture — recreation 

General government 

County welfare department 

Public safety 

Laboratory operation 

Control of communicable diseases 

Accident investigation 

Education 

Capital outlays 

Health 


3. The city of Mt. Vernon routes all transaction for buying of commodities 
and services through three departments: purchasing, accounting, and fi- 
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nance. Several events in the history of a purchase transaction are shown 
below. Some of them require no formal accounting entry, but others do. 
You are required to make journal entries for those transactions which 
require it Omit explanations but show the date and number for each 
entry journalized. 


(1) On January 12, 1969, bids were requested on a piece of equipment to be purchased for 
the street fund. Availability of an unencumbered unexpended appropriation for the 
purchase previously had been ascertained. 

(2) After consideration of bids received it was decided to accept that of the Andover 
Manufacturing Co., at a price of $4,3 1 5. A purchase order was prepared and sent to 
the accounting department on January 27. Availability of funds was again ascertained; 
the purchase order was approved on February 1 and returned to the purchasing depart- 
ment, which mailed the order the next day. 

(3) A shipping notice was received from Andover on February 12 and the goods were re- 
ceived on the 18th. 

(4) Copies of the invoice were received by the accounting department on February 17, 
followed on February 20 by copies of the receiving report for the equipment. All 
details of the purchase haring been found to be in order, the invoice was approved for 
payment on February 24 and sent to the finance department on the same day. 

(5) A “pa-id" copy of the invoice was received from the finance department on 
February 27. 

4. The town of Dubois employs a system of quarterly allotments to aid in 
control of its general fund expenditures. 

For a given year estimated revenue was budgeted at $390,000 and 
estimated expenditures at $370,000. 

Revenue collected in cash during the year totaled $394,000. 

For the first quarter, departments financed by the general fund received 
total allotments of $86,000. By the end of the quarter, expenditures totaling 
$81,000 had been reported. (Credit Cash for expenditures.) 

Towards the end of the year it became apparent that additional ap- 
propriations would be required, and a total of $15,000 was added to the 
amount already appropriated. 

Total allotments for the last three quarters amounted to $297,000. 

Also for the last three quarters departments reported expenditures 
totaling $299,000. 

You are required to do the following things, employing journal entries 
or T accounts and direct posting. Use of journal entries does not preclude 
the supplementary use of accounts. 

n) Record the legislative body’s budget action. Use Fund Balance. 

b) Record collection of annual revenue in total. 

c) Record the first quarter allotment. 

d) Record the first quarter expenditures. 

e) Record the additional appropriation. 

f) Record the allotment for the last three quarters. 

g) Record expenditures reported for the last three quarters. 

h ) Make entries to close the year’s temporary accounts. 

5. X State Highway Commission prepares for its general fund a statement 
designed to show the ratio between the amount of funds remaining for 
the period and the amount of time remaining in the period. The informs- 
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tion given below represents an imaginary set of figures at the end of the 
first third of a fiscal year. 

X STATE HIGHWAY COMMISSION 
General Fund 

Total Authorizations, Total Fund Remaining, and Ratios 
June 30-Octobcr 31, 1969 (percent of year remaining, 66%) 

Ratio of Funds 
Funds Remaining; Remaining to 

Total % of Total Unexpired Por- 

Functions and Objects Authorization Amount Authorization tion of Fiscal Year 


Maintenance: 


Personal services 

.56,500,000 

$3,400,000 

52.3 

Contractual services 

. 1,282,000 

527,000 

41.1 

Commodities 

11,000 

8,000 

72.7 

Other general expenses . 

27,000 

10,000 

37.0 

Capital outlay 

36,000 

11,000 

30.6 

Total Maintenance 

.57,856,000 

53,956,000 

50.4 


(A common “functional” expenditure classification in state highway ac- 
counting consists of Construction, Maintenance, and Administration. This 
is not consistent with the NCGA classification which consists of eight 
basic functions. Also, the object classification is different.) 

You are required to do the following things: 

a) Compute the ratio of the funds remaining, to the portion of the period 
remaining, for each object. Carry to nearest whole percent. 

b) Assume that use of funds varies directly with passing of time and state 
the theoretically desirable percentage for each item, to be shown in the 
“Ratio” column. 

c) State what management should do upon noting that some remaining 
balances are below the theoretically desirable ratio. 

6. X State Highway Commission annually compares estimated and actual 
expenditures. For fiscal 1969 the following information is shown: 


X STATE HIGHWAY COMMISSION 


General Fund 

Comparative Statement of Estimated and Actual Expenditures 
By Function and Object, Fiscal Year Ended June 30, 1969 


Functions and Objects Estimated 

Construction : 

Personal services $ 16,000,000 

Contractual services 5,000,000 

Commodities 3 5,000,000 

Other general expenses 2,000,000 

Capital outlay 52,000,000 

Grants, claims and shared expenses . 2,000,000 

Other expenditures 2,000,000 

Total construction SI 14,000,000 


Actual 


S 15,300,000 

5.100.000 

34.500.000 

1.600.000 

51.300.000 
2,000,000 
1,500,000 

5111,300,000 


Excess-Deficiency* 
Actual Compared 
'with Estimated 
Amount Percent 
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Maintenance: 


Personal services 

..S 23,000,000 

5 

22,600,000 

Contractual services 

7,000,000 


6,800,000 

Commodities 

. . 12,000,000 


12,700,000 

Other general expenses 

4,000,000 


3,500,000 

Capital outlay 

.. 13,000,000 


13,000,000 

Other expenditures 

2,000,000 


1,800,000 

Total maintenance 

61,000,000 

l_ 

60,400,000 

Administration (details omitted) : . . 

. ..$ 14,000,000 

S 

13,611,000 

Total All Functions and Objects. . 

. ..SI 89,000,000 

SI 

185,311,000 


You are required to do the following things: 

a) Compute the excess or deficiency, amount and percent, for each object 
and function. Carry percentages to tenths of a percent. 

b) In some states, unused amounts of authorizations for maintenance and 
administration revert to construction, to be used in the next biennium 
in addition to funds appropriated for construction in that year. Suppose 
that June 30, 1969, was the end of a biennium and state how much, if 
any, reverted to construction from fiscal 1969. 

TOWN OF LOSANTSVILLE 


General Fund — Appropriation Expenditures, Office Supplies, 1969 


Pur- 


At>t>ro- 

Encumbrances 

Expend i- 

Unen- 

cumbered 

chase 

Order 

No. 

Explanation 

pTia- 

tions 

In - 

crease 

De- 

crease 

turcs 

Unex- 

pended 

Balance 


Budget 

S3, 000 




S3, 000 
2,910 
2,660 
2,597 
2,562 
2,562 
2,562 

370 

395 

Purchase — duplicating supplies . 

S 90 
250 



370 

Contract — telephone tolls 

Invoice 1 


S 90 

% 63 

90 

420 

Purchase — light bulbs 1 


35 

395 

T 1 


250 

245 

486 

Invoice 1 

Refund of 1968 expenditure. . . 
Purchase — typewriter | 

10 

135 

2,572 

2,437 

590 

Purchase — filing supplies 


45 



2,392 

Supplies transferred to water 
fund 

15 



2,407 

486 

Invoice 


140 

140 

2,407 

420 

Invoice 



35 

35 

2,372 

Contract — -window-washing 
service 



50 

2,322 

640 

Purchase — forms and records. . 
Refund on purchase order 

No. 370 

2 

20 


2,302 

2,304 

695 

590 

Purchase — redecorating walls. . 


260 

45 

45 

2,044 

2,044 

Appropriation transfer to 
office salaries account 

500* 


1,544 

695 



260 

265 

1,549 

720 

Purchase — desk, chairs, tables. 


1,535 

14 


Red. 
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7. An auditor engaged in auditing the municipal accounts of the town of 
Losantsville came upon the following record in the town’s general fund 
expenditures ledger (page 124). Some errors were readily apparent to him 
and he decided to make a detailed analysis of the account. Among other 
things he observed that some entries had been incorrectly applied to the 
balance of the account and that a number of them did not belong in the 
account at all. 

The general fund manual of accounts described Office Supplies as 
“tangible items of relatively short life to be used in a business office.” 

You are required to state what you think the auditor’s decision should 
be on each of the following points: 

a) Amount of net appropriation for office supplies for 1969. 

b) The valid amount of encumbrances outstanding against the appropria- 
tion at the end of the year. 

c ) The net amount of expenditures made during the year which were 
properly chargeable to the appropriation. 

d ) The unencumbered unexpended balance of the appropriation at the end 
of the year. 

8. At December 31, 1968, the town of Creighton current fund had the 
following after-closing trial balance: 


Debit Credit 

Cash $ 35,000 

Taxes receivable — prior years 48,000 

Estimated uncollectible taxes — prior years $ 26,000 

Materials and supplies inventor}' 19,000 

Accounts payable 18,000 

Deferred revenues — 1969 taxes 570 

Reserve for materials and supplies inventory 19,000 

Reserve for encumbrances 3,100 

Unencumbered appropriations 1,200 

Fund balance 34,130 

S 102,000 S 102,000 


(1) The regular 1969 budget, with estimated revenue summarized by source classes and 
appropriations by functions, was as follows: 


Estimated revenues: 

Taxes $667,000 

Licenses and permits 27,000 

Intergovernmental revenue 190,000 

Other sources 83,000 

Total 


$967,000 


Appropriations: 

General government. . 

Public safety 

Highways and streets 

Sanitation 

Other functions 

Total 


$120,000 

391.000 

207.000 

182.000 
63,000 

$963,000 
S 4,000 
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(2) The town board enacted a special appropriation ordinance for the 1968 reserve for 
encumbrances and the unencumbered 1968 appropriation. Of the first, $2,700 was for 
highways and streets and the remainder for sanitation. All of the unencumbered 
1968 appropriation was for sanitation. (It is simpler if each of the appropriations, 
$3,100 and $1,200, is recorded in a separate entry.) 

(3) Encumbrances issued against the various functional appropriations during the year 
were as follows : 


General government $ 12,000 

Public safety 73,000 

Highways and streets 151,000 

Sanitation 56,000 

Other functions 59,000 

Total $351,000 


(4) A current-year tax levy of $690,000 was recorded, with uncollectibles estimated at 
$25,000. 

(5) During 1969 tax collections were $12,000 on prior years’ levies and $644,000 on the 
current year’s levy. 

(6) Personnel costs, for which no encumbrances had been recorded, were credited to Ac- 
counts Payable during the year in the amount of $598,500, distributed as follows: 


General government $104,000 

Public safety 311,000 

Highways and streets 56,300 

Sanitation 124,300 

Other functions 2,900 

Total $598^500 


(7) The supplies inventory is a running or perpetual inventory type, and during the year 
$187,100 worth of supplies were purchased (credit Accounts Payable). Encum- 
brances for estimated materials and supplies requirements are recorded for the 
various functions at the beginning of the year. As supplies are drawn from the inven- 
tory their cost is debited to Expenditures. Since the issues are not based on purchase 
orders of specific amounts, the amounts removed from Encumbrances and Reserve 
for Encumbrances are based on the cost of the goods issued. 

(8) Issues of supplies at cost for the various functions during the year were as follows: 


General government $ 7,000 

Public safety 58,000 

Highways and streets 32,000 

Sanitation 43,000 

Other functions 41,000 

Total $181,000 


(9) Other purchases of services and commodities on account during the year were: 




Amount 



of 



Encum- 


Cost 

brance 

General government 

$ 4,200 

$ 4,400 

Public safety 

14,800 

14,300 

Highways and streets 

117,400 

118,100 

Sanitation 

13,300 

13,000 

Other functions 

6,500 

6,800 

Total 

$156,200 

$156,600 


(10) Revenue other than taxes collected during the year consisted of $28,000 licenses and 
permits; $185,000 intergovernmental revenue; and $66,000 from other sources. 

(11) $10,500 of prior years’ taxes were written off and $2,200 of current year’s taxes 
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were abated (canceled) to correct errors. (Latter not charged to estimated uncol- 
lectible account.) 

(12) Payments on accounts payable totaled $938,800. 

(13) A physical inventory of materials and supplies as of December 31, 1969, showed a 
total of $27,400. The materials and supplies inventory was adjusted accordingly, as 
was the Reserve for Materials and Supplies Inventory. 

(14) The 1969 taxes collected in 1968 were recorded as revenue, and cash totaling $1,700 
was received in prepayment of 1970 taxes. (Record as two separate transactions.) 

(15) No action was taken during 1969 on an appropriation of $1,300 for a special pur- 
chase for one of the other funcrions. The town board voted to transfer the special 
unencumbered item of $1,300 to 1970. 

You are required to do the following things: 

a) Establish T accounts and open a ledger for the town of Creighton 
current fund for December 31, 1968. 

b) Make journal entries for the 1969 transactions and post to the ledger 
accounts. Make entries only for the general ledger accounts. 

c) Prepare a trial balance for December 31, 1969. 

(Optional: the above things may be done on a columnar work sheet 
if so desired.) 

Optional additional assignment: 

d ) In lieu of formal expenditure subsidiary ledger accounts, prepare a 
form as illustrated below for each of the functions and make the 
appropriate subsidiary entries in them. A good procedure is to go 
through the transactions and make all the entries for one function 
before making any for the others. This is a problem-solving procedure. 

OTHER FUNCTIONS 


Unencumbered 

Unexpended 

Transaction Appropriation Encumbrance Expenditure Balance 

1 $63,000 $63,000 

3 $59,000 4,000 

6 $ 2,900 1,100 

8 (41,000) 41,000 1,100 

9 (6,800) 6,500 1,400 

15 (1,300) 100 

Balances $61,700 $11,200 $50,400 $ 100 


State what relationship exists between the balances in each functional 
ledger account. 

e) State what relationships there are between certain amounts in your 
trial balance and amounts in the subsidiary ledger, including the sum- 
mary for Other Functions. 

CONTINUOUS PROBLEM 

5-L. This problem continues the series of “L” problems concerning the city 
of Bingham. 

You are required to: 

a) Open and post, in as much detail as possible. Appropriation Ex- 
penditures subsidiary ledger accounts for the general fund. Use the 
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pertinent information from Problems 2-L and 3-L. An appropriate 
form is illustrated in Chapter 5. 

b) Prepare in good form a statement comparing the adjusted Appropria- 
tions budget with the expenditures and encumbrances for the first 
six months of the year. 

c) Prepare in good form an interim balance sheet for the general fund 
as of December 31, 19 — . 

d ) Below are described transactions of the second six months of the 
year. Record each transaction in the proper general journal and 
post the general ledger accounts. You are not required to post the 
subsidiary ledger accounts for the second six months. 

(1) Purchase orders, contracts, and other commitment documents totaling 
$823,000 were issued. 

(2) Invoices for services and supplies were received and approved for payment: 
Actual, $908,500; Estimated, S903,000. 

(3) Payrolls were computed, liabilities for withholdings were recorded, and the 
net paid in cash, as follows: General Fund — Gross Pay, $842,000; Income 
Tax Withheld, SI41,300; FICA Tax Withheld, $29,700. 

(4) The city’s liability for FICA tax, $29,700, was recorded. 

(5) Collections of the second installment of current year’s taxes were 
SI, 109,000. 

(6) The general fund collected the following revenue in cash: licenses and per- 
mits, $26,000; fines and forfeits, SI 56,000; intergovernmental revenue, 
S807,000; charges for services, $50,000; and miscellaneous, $56,000. 

(7) A taxpayer who had been classified as delinquent proved that he had paid 
general taxes of $237 when due. Audit disclosed that a former employee had 
embezzled S237- — through oversight of the Treasurer, the employee had not 
been bonded. The audit also disclosed that tax bills totaling S2,586 on sev- 
eral pieces of property had been sent to both the present and the prior owner, 
and no tax bills at all had been prepared for several pieces of property — gen- 
eral taxes of S2,250 should have been charged. (Correct all accounts af- 
fected; do not adjust the Estimated Uncollectible Taxes account.) 

(8) Tax anticipation notes issued by the general fund were paid at maturity at 
face amount plus interest of $5,000. 

(9) The petty cash fund was reimbursed for S4,810. 

(10) The general fund vouchered and paid its liability for employees’ income 
taxes withheld, the total liability for FICA taxes, and the required contribu- 
tion to the employees’ pension funds, $54,500. 

(1 1) The general fund recorded its liabilities to other funds for services received 
during the year, $24,000. 

(12) The general fund paid vouchers in the amount of S980.000. 

(13) The general fund made a long-term advance of $ 30,000 cash to the stores and 
services fund. 

(14) Current taxes receivable and related estimated uncollectibles were trans- 
ferred to the delinquent category. Interest and penalties accrued on delin- 
quent taxes amounted to S 1 1,240; of this amount it is estimated that $4,880 
is uncollectible. 

e) Prepare a trial balance before adjustment of the accounts of the 
general fund. 

f) Prepare and post the necessary closing entries for the general fund. 

g ) Prepare in good form a balance sheet as of the end of the fiscal 
year, June 30, 19 — . 

h) Prepare in good form a statement of changes in Fund Balance for 
the year. 
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Capital Projects Funds 


This is a kind of fund designed to account for all resources expended in 
the acquisition bv a governmental unit of long-term or capital assets of a 
relatively permanent nature, other than those acquired through expendi- 
tures of special assessment or enterprise fund assets. Notwithstanding the 
apparent monopolistic nature of this sort of fund, in practice there is 
nothing to preclude direct acquisitions of long-term assets, usually in 
modest amounts, by revenue funds, both general and special. Capital 
projects funds would not ordinarily be used to account for acquisition of 
machinery, equipment, etc., because such assets are not usually acquired 
through bond issues. 

General nature of capital projects funds 

Capital projects funds are readily recognizable as successors to bond 
funds, formerly the preponderant instrumentalities in accounting for fixed 
asset acquisitions. Not only are they successors to the major function of 
bond funds, accounting for bond proceeds: their basic structure proyides 
the mechanics for accounting for the large and numerous grants for 
general fixed asset acquisition nowadays flowing from federal and state 
governments into local communities. Channeling general fixed asset ac- 
quisitions through one type of fund facilitates correlation of capital 
budgeting and capital asset acquisition and accounting. The intended 
result is better control. 

Not all functions of bond funds have been transferred to capital 
projects funds. Accounting for issues of refunding bonds, previously a 
bond fund activity, is now assigned to the debt service category, with 
little or no change in the mechanics of the accounting process. Three 
other infrequent kinds of demands upon the resources of a governmental 
unit sometimes require the issuing of bonds, and in none of those cases can 
the operation be described as fixed asset acquisition or debt refunding. 
The situations referred to are, (1) the need for emergency or other 
extraordinary expenditures, such as for social welfare and disaster relief, 
and military service bonuses; (2) funding of large-sized deficits accumu- 
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lated by revenue funds; and (3) initial financing of intradepartmental 
sendees or enterprise funds, the debt to be liquidated by a fund other than 
the recipient. Thus, while the bond fund as a class is no longer recognized, 
these infrequent exceptions, if they occur, will exist because they are 
neither long-term asset nor debt refunding instrumentalities. In this chap- 
ter governmental bonds are involved only as a source of money for 
acquiring capital improvements. The liability aspect of bonds will be 
considered in other chapters. 

A general practice is that each capital project constructed or acquired 
by a governmental unit, acting singly or through cooperation of two or 
more governmental jurisdictions, should be accounted for by use of a 
separate fund, the better to provide each participant with a properly 
detailed accounting of the use of its contribution. However, nothing in 
the nature of a capital projects fund will prevent the use of a single unit to 
account for two or more separate projects of a related nature if resources 
are provided solely within the governmental unit by a single bond issue or 
transfers from revenue funds. As for other forms of government financial 
activity, the exact structure of the accounting medium to be used should 
not necessarily conform to any preconceived pattern but should be de- 
signed to provide the most useful managerial and reporting results; yet 
adhering, in the main, to generally accepted procedures. 

Legal requirements 

Since a governmental unit’s power to issue bonds constitutes an ever- 
present hazard to the welfare of its property owners in particular 1 and its 
taxpayers in general, the authority is ordinarily closely regulated by 
legislation. The purpose of legislative regulation is to obtain a prudent 
balance between public welfare and the rights of individual citizens. In 
some jurisdictions most bond issues must be approved by referendum, in 
others by petition of a specified percentage of taxpayers. Not only must 
bond issues be approved according to law but other provisions, such as 
method and timing of payments from the proceeds, and determination of 
validity of claims for payment, must be complied with. A knowledge of 
all details related to a bond issue is prerequisite to the avoidance of 
difficulties and complications which might otherwise occur. 

Participation of state and federal agencies in financing capital acquisi- 
tions by local government adds further complications to the process. 
Strict control of how such grants are used is imperative for assuring wise 
use of the funds. This necessitates more or less dictation of accounting and 
reporting procedures to provide information necessary for proving or 
disproving compliance with terms of the grants. Details of the fund 

x An issue of general bonds is virtually a mortgage upon all taxable property 
within a governmental unit’s jurisdiction. Responsibility for payments of principal 
and interest on general bonded debt provides for no consideration of a property 
owner’s financial condition, his ability or inability to pay. 
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structure and operation should provide for producing all the required 
information when it is needed. 

Accomplishment of a capital acquisition project may be brought about 
in one or more of tlvrcc different ways: 

1. Outright purchase from fund cash. 

2. By construction, utilizing the governmental unit’s own working force. 

3. By construction, utilizing the services of a private contractor. 

General outline of capital projects fund accounting 

A capital budget being a 3-year, 5-year, 10-year (etc.) plan of capital 
asset acquisitions, the segment representing a given year becomes activated 
by incorporating it, with any desired revisions, into the annual compre- 
hensive budget for that year. For the specific project or projects planned 
for initiation in the budget year, this consists of authorizing the necessary 
expenditures for consummation of the project or projects and approving 
the setting in motion of measures designed for financing them. This will 
consist of one or more of: (1) authorizing a bond issue, (2) collection of 
contributions from other funds, or (3) receiving previously arranged 
grants from one or both of state and federal agencies. 

Although not unanimously accepted, the present weight of authority 
opposes a formal recording in the accounts when a bond issue receives 
final approval, holding that a memorandum entry is sufficient for the 
occasion. Conforming to this policy, inclusion of a bond issue in financing 
a capital project formally does not affect accounts of the related fund 
until sale of the bonds. 2 If the same policy is applied to forthcoming 
contributions or grants from agencies and other funds, the first formal 
entry would be made upon receipt of cash, with a credit to Revenues. If, 
however, there is reason for formally recording a grant or contribution in 

its noncash status, a Due from debit, with Revenues as the credit, 

would be appropriate. 

It is possible for a capital project operation to be so simple that, 
following recommendations of the National Committee on Governmental 
Accounting, two entries would suffice to record its history. For illustra- 
tion, let it be assumed that a bond issue is approved and sold to finance 
acquisition of land and a building for use by the governmental unit, the 
consideration being $200,000. Assuming, as recommended by the NCGA, 
that formal recording of the bond authorization be omitted and that the 
bonds are sold at par, the first entry, recording sale of the bonds, would be 
as follows: 

Cash 200,000 

Fund Balance 200,000 

2 If for some special reason a formal record of the bond issue authorization is 
desired, it may be accomplished by debiting Bond Authorized — Unissued and crediting 
Revenues. The choice between this method and the approved one is not one of right 
or wrong. 
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Purchase of the real estate could then be recorded by this entry: 

Fund Balance 200,000 

Cash 200,000 


Since the two entries are mutually offsetting no closing entry is required. 
Had financing of the project been participated in by other funds or 
governmental units, the same simplicity could have been preserved by 
formally recording the extrafund assistance only when the cash was 
received, as in the first entry above. The procedures illustrated in this 
paragraph are shown without recommendation. 

A noteworthy feature of the foregoing illustration is the omission of 
any record of bond liability. This omission is fundamental: the entries 
shown are those to be made in a capital projects fund, which is responsible 
for accounting for receipt of bond proceeds and their disbursement, but 
to no extent for payment of the bond debt. That liability will be recorded 
in the general bonded debt and interest group of accounts. 

Also to be mentioned at this time is the fact that capital projects fund 
authorizations are on a project, not a time, basis. Applicability of the 
authorization is to completion of a specified project or projects, not to the 
time required, which may be one year, or less or more than one year. This 
obviates the necessity of, but does not prohibit, periodical closings. Also, 
encumbrance accounting must be practiced on larger projects to help 
prevent exceeding of the authorization. 

For a more representative illustration of capital projects fund account- 
ing let it be assumed that the town council of Bloomsburg authorized an 
issue of §150,000 of 5 percent bonds as partial financing of a fire station 
expected to cost approximately §210,000, with the estimated §60,000 
additional to be contributed in equal parts by three townships. The 
project, to utilize land already ow'ned by the town, was done partly by a 
private contractor and partly by the town’s own working force. Comple- 
tion of the project was expected within the current year. Transactions 
and entries were as shown below. For economy of time and space vouch- 
ering of liabilities will be omitted. 

1. The $150,000 bond issue, which had received referendum approval by 
taxpayers, was officially approved by the town council. 

No formal entry is recommended by authoritative sources. (If a 
formal entry were made it would debit Bonds Authorized — Unissued and 
credit Revenues.) 

2. The sum of $2,000 was borrowed from the National Bank for defraying 
engineering and other preliminary expenses. 


Cash 


2,000 


Loans Payable 


2,000 
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3. The claim for contributions by the three townships was recorded. 

Due from Other Governmental Units (or similar title) 60,000 

Revenues 60,000 


(Formal recording of these claims does not seem to be imperative since 
authority' to issue bonds was not formally recorded.) 

4. Total purchase orders and other commitment documents issued for 
supplies, materials, items of minor equipment and labor required for the 
project amounted to $73,200. 


Encumbrances 7 3,200 

Reserve for Encumbrances 73,200 


5. A contract was made for certain work to be done by a private contractor 
in the amount of $135,000. 


Encumbrances 1 3 5,000 

Reserve for Encumbrances 135,000 


6. Special engineering and miscellaneous costs which had not been encum- 
bered were paid in the amount of $1,400. 


Expenditures 
Cash. . . 


1,400 

1,400 


7. When the project was approximately half finished the contractor sub- 
mitted billing for a payment of $65,000. 


Reserve for Encumbrances 65,000 

Encumbrances 65,000 

Expenditures 65,000 

Contracts Payable 65,000 


(This entry records conversion of a contingent liability to a firm liability, 
eligible for payment upon proper authentication. Contracts Payable re- 
cords the status of a claim under a contract between the time of presen- 
tation and verification for vouchering or payment.) 

8. Payments of $15,000 each were received from the three townships. 


Cash 45,000 

Due from Other Governmental Units 45,000 


9. The National Bank Loan was repaid. 


2,000 


Loans Payable 
Cash 


2,000 
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10. The bond issue was sold locally, without brokerage costs, at par. 


Cash 110,000 

Revenues 150,000 

(If a formal entry for authorization of the bonds had been made, this 
entry would credit Bonds Authorized — Unissued.) 

11. The contractor’s initial claim was fully verified and paid. 

Contracts Payable 65,000 

Cash 65,000 

12. Balances due from other governmental units were collected. 

Cash 15,000 

Due from Other Governmental Units 15,000 

13. Total disbursements for all costs encumbered in Transaction 4 amounted 
to $70,900. 

Reserve from Encumbrances 73,200 

Encumbrances 73,200 

Expenditures 70,900 

Cash 70,900 

14. Billing for the balance on his contract was received from the contractor. 

Reserve for Encumbrances 70,000 

Encumbrances 70,000 

Expenditures 70,000 

Contracts Payable 70,000 

15. Inspection revealed only minor imperfections in the contractor’s per- 
formance and upon correction of these his bill was paid. 

Contracts Payable 70,000 

Cash 70,000 

16. The residue of cash was refunded to the cooperating townships. 

Revenues 2,700 

Cash 2,700 


(This reduces the Revenues account by S2,700 of the amount which was 
credited to it when the claims against the townships, subsequently col- 
lected in full, were recorded.) 
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17. All requirements and obligations related to the project having been ful- 
filled, the remaining open accounts were closed. 

Revenues 

Expenditures 

Summary of capital projects fund accounting 

The foregoing highly simplified illustration demonstrates most of the 
conventional transactions of a capital projects fund, although numerous 
variations in sequence may occur. The kinds of transactions may be 
characterized as follows: 

1. Recording, informally or formally, the project authorization: direction 
to construct or acquire by purchase a specified capital asset and grant of 
permission to employ specified resources in doing so. 

2. Providing preliminary financing through a short-term loan, if necessary. 

3. Initiating activity by ordering materials and services and letting a 
contract. 

4. Recording expenditures for materials and services and for progress in 
performance of the contract. 

5. Liquidating liabilities for the costs mentioned in (4.), also for the 
temporary loan. 

6. Disposing of residual assets, or obtaining money to finance a deficit, in 
accordance with ordinances, laws, or other restrictions applicable to the 
situation at hand. 

7- Closing all accounts not closed as a result of recording the foregoing 
operations. 

Procedures when bonds are sold at a premium or a discount 

In the preceding illustration, the town of Bloomsburg sold its bonds at 
par and spent all the proceeds. This simplified the related accounting but 
does not represent prevailing experience; sale at a premium or discount is 
far more common. Using assumed amounts and observing currently au- 
thoritative practice, sale of $500,000 par value of bonds at a premium of 
$9,000 might be recorded as follows: 

Cash 509,000 

Revenues 500,000 

Premium on Bonds 9,000 


207,300 

207,300 


Accounting for the premium as a separate item implies that the amount is 
not available for use in consummating the purpose of the fund but must be 
transferred to another fund: one for paying principal and interest on the 
debt or any other fund designated by proper authority 7 . If net proceeds of 
the bond sale are, in fact, available for expenditure by the capital projects 
fund the amount of premium might be added to the Revenues credit, or at 
least transferred to it at some future date if needed. - 
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Had the $9,000 been a discount the entry’- might have been: 

Cash 491,000 

Discount 9,000 

Revenues 500,000 

Crediting Revenues for $500,000 carries the implication that if necessary 
the discount is expected to be counterbalanced at a future date by receipt 
of money from another source. In the absence of a $9,000 subsidy by 
another fund the discount would normally be written off against Reve- 
nues. When it is known in advance that the discount will not be made up 
by transfers from other sources, a debit to Cash and a credit to Revenues, 
each for par value less discount, would suffice. 

Should a bond sale occur between interest dates, with the result that an 
amount of accrued interest is included in the total selling price, the 
amount of accrual may be managed and accounted for in either of two 
ways: 

1. The amount of accrued interest collected may not be recorded in the 
capital projects fund at all but in the debt service fund or whatever other 
fund will pay the interest. 

2. The amount of accrual collected may be recorded in the capital projects 

fund, with a credit to Due to , and subsequently transferred to the 

creditor fund. 

Circumstances permitting, the former is favored, on account of its sim- 
plicity. 

Sale of bonds to finance a capital project is sometimes avoided, in whole 
or in part, through an agreement by the contractor to accept bonds in full 
or part payment for his sendees. TTus arrangement, though recommended 
by its simplicity, does not have widespread usage. It forces the financing 
upon the contractor. Not being a specialist in finance, his costs are likely 
to be above those of an expert, thus increasing the amount which he must 
bid on the project. However, the practice has some satisfied users. 

Unlike private enterprises, governmental units as a class do not concern 
themselves with exact measurements of costs by time periods. This is 
doubtless due to the fact that their primary responsibility is rendering 
sendee rather than making a profit. It is conceivable that funds of the 
intragovernmental service and enterprise categories, winch make use of 
income and expense statements, might have an interest in spreading dis- 
count or premium amortization over the lives of their bonds; but pub- 
lished statements do not confirm that they do. The reason may be that 
such elements are only remotely controllable by management of even 
those two kinds of funds. 

Retained percentages 

It is practically universal to require contractors on large-scale contracts 
to give performance bonds, providing for indemnity to the governmental 
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unit for any failure on the contractor’s part to comply with terms and 
specifications of the agreement. Before final inspection of a project can be 
completed the contractor may have moved his working force and equip- 
ment to another location, thus making it difficult for him to remedy 
possible objections to his performance. Also, the shortcoming alleged by 
the governmental unit may be of a controversial nature, with the contrac- 
tor unwilling to accede to the demands of the governmental unit; and 
results of legal action in such disagreements are not predictable with 
certainty. 

To provide more prompt adjustment on shortcomings not large or 
convincing enough to justify legal action, and not recoverable under the 
contractor’s bond, as well as those which the contractor may admit but 
not be in a position to rectify, it is common practice to withhold a portion 
of the contractor’s remuneration until final inspection and acceptance 
have come about. The withheld portion is normally a contractual percent- 
age of the amount due on each segment of the contract. 

In the Bloomsbury illustration the contractor submitted a bill for 
§65,000 which, upon preliminary approval, was recorded as follows: 

Expenditures 65 ,000 

Contracts Payable 65,000 

Assuming the contract provided for retention of 5 percent, current settle- 
ment on the billing would be recorded as follows: 


Contracts Payable 65,000 

Cash 61,750 

Contracts Payable — Retained Percentage 3,250 


Upon final acceptance of the project, the retained percentage is liquidated 
by a payment of cash. In the event that the governmental unit which 
made the retention finds it necessary' to spend money on correction of 
deficiencies in the contractor’s performance, the payment is charged to 
Contracts Payable — Retained Percentage. 

Multiple-period and multiple-project bond funds 

Thus far discussion of capital projects fund accounting has proceeded 
on the tacit assumption that initiation and completion of projects occur in 
the same fiscal year. Such experience is not prevalent. A majority are 
started in one year and ended in another. Furthermore, a single compre- 
hensive authorization may legalize two or more acquisition or construc- 
tion projects as segments of a master plan of improvements. Both multi- 
ple-period and multiple-project activities require some deviations from the 
accounting activities which suffice for one-period, one-project account- 
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unit’s legislative body. If a sufficient appropriation exists to cover a certain 
claim in litigation, an encumbrance may be recorded if legislatively ap- 
proved, on the basis of an assumed adverse decision. 

Investments is not a frequent account title in the structure of capital 
projects funds. Its presence is usually found in funds for which some oral! 
of the bonds have been sold or grants received in substantia] advance of 
the need for the proceeds. To avoid, or at least minimize, possible loss on 
reconversion, only prime debt securities such as municipal, state, and 
federal obligations should be acquired, and those on a highly selective 
basis. Interest earned on such investments should be disposed of according 
to any applicable laws or local ordinances. If received by the capital 
projects fund owning the investments it might be credited to Interest 
Earned for ease and clarity of reporting in financial statements but ordi- 
narily it goes to Revenues. Final disposition of the item depends upon 
whether it is to be transferred to some other fund or added to the amount 
available for financing the project (Fund Balance). 

Closing entries 

For purpose of discussion and illustration, closing entries will be di- 
vided into two classes: 

1. Those at the end of a project, whether single or multiple-period in nature. 

2. Those at the end of other than the final period of a multiperiod project. 

If a capital projects fund had received interest or paid interest, the 
former to be transferred to another fund and the latter to be reimbursed 
by another fund, those things should have been accomplished before the 
end of the period; they represent transfer entries rather than closing 
entries. This applies whether at the end of a project or at die end of a 
fiscal period. 

Let it be assumed that upon completion of a project the related fund 
had the following trial balance: 

Debit 

Cash $ 800 

Interest Earned 

Interest Expense 300 

Revenues 

Expenditures 78,040 

$79,140 

The following entries need to be made: 


1 . Revenues 79,020 

Interest Earned 120 

Interest Expense 300 

Expenditures 78,040 

Due to Another Fund 800 


To close nominal accounts and record liability ro another 
fund. 


Credit 
$ 120 
79,020 
$79.140 
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2. Due to Another Fund 800 

Cash 800 


To record transfer of cash to another fund. 


In the first entry the two debits and first two credits are bona fide 
closings. The third credit prepares for transfer of residual cash to the 
ultimate recipient. In the second entry neither member is primarily for 
closing. The entry records a transfer and incidentally puts two accounts 
in balance. 

Interest Earned and Interest Expense having been disposed of in a 
previous paragraph, the only nominal accounts to be discussed for a 
period-end closing in an uncompleted project are Encumbrances and 
Expenditures. For reasons already discussed, there appears to be no em- 
phatic need to close Encumbrances. Closing Expenditures may have some 
value, especially if the governmental unit desires a complete statement of 
general fixed assets. Assuming period-end balances of $80,000 and S60,000, 
and that period-end closing of Encumbrances is mandated, the following 
entry is called for: 


Fund Balance 140,000 

Encumbrances 60,000 

Expenditures 80,000 

Since the encumbrances closed out by the above entry represent commit- 
ments that are still in effect for purchase orders issued and contracts 
entered into but not performed, it is apparent that the amount should be 
restored at the beginning of the following period by a debit to Encum- 
brances and a credit to Fund Balance. 

Financial statements for capital projects funds 

To give protection against unintended uses of their grants for capital 
improvements, it is common practice for state and federal governmental 
agencies to require special reports of how their money is being used. 
These reports are not in conventional forms and tend to vary among 
agencies, with frequent changes to be expected. Meaningful generaliza- 
tions about the form and contents of such reports is not possible in a small 
space. 

Conventional types of statements useful for control and management of 
capital improvement projects are three in number: 

1. Balance sheet. 

2. Analysis of changes in fund balance. 

3. Statement of cash receipts and disbursements. 

Balance sheets may be prepared for projects in which the primary mission 
has not been accomplished, and for other projects in which the primary 
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mission of acquisition or construction has been accomplished but in which 
final disposition of assets and liabilities has not occurred. Statements of the 
other two kinds may also include data for projects which have had 
transactions during the year but for which all accounting transactions had 
been completed before the year’s end. 

For a single fund which has not completed its project the balance sheet 
in Illustration 6-1 would be appropriate: 


Illustration 6-1 

CITY OF WORTHINGTON 

Flood Control Fund 
Balance Sheet, December 31, 1969 

Assets 


Cash $ 18,000 

Due from federal agency (specify which) 42,000 

Investments 67,000 

Accrued interest earned 360 

Total Assets S 127,360 


Liabilities , Reserve , and Fund Balance 


Liabilities : 

Vouchers payable S 4,000 

Contracts payable 43,000 

Contracts payable — retained percentage 9,100 

Total liabilities S 56,100 

Reserve for encumbrances 23,000 

Fund balance 48,260 

Total Liabilities, Reserve, and Fund Balance $127,360 


An analysis of changes in fund balance to explain the $48,260 balance 
shown above might take the form shown in Illustration 6-2: 


Illustration 6-2 

CITY OF WORTHINGTON 

Flood Control Fund 
Analysis of Changes in Fund Balance 
Year Ended December 31, 1969 


Original authorization $300,000 

Fund balance, January 1, 1969 $ 20,000 

Additions : 

Bond sales $150,000 

Grant from federal agency 40,000 

Interest earned 1,800 

Prior year’s encumbrances reestablished* 10,460 

Total additions 202,260 

Total beginning balance and additions $222,260 
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Illustration 6-2 — Continued 


Deductions: 

Expenditures: 

Contract costs $120,000 

Noncontract costs 31 ,000 

Total expenditures $151,000 

Amount in reserve for encumbrances at 

December 31, 1969* 25,000 

Total Deductions 174,000 

Fund balance, December 31, 1969 $ 48,260 


* These items correlate with closing of Encumbrances to Fund Balance at the end of each year in 
which acquisition or construction of project is not completed. 


Combined columnar balance sheets may be prepared if there are two or 
more capital projects funds which have not been closed at date of state- 
ment preparation. The following example is a simple illustration: 


Illustration 6-3 

CITY OF WORTHINGTON 


Capital Projects Funds 
Balance Sheets, December 31, 1969 


Assets 

Combined 

Flood Control Fire Station 
Fund Fund 

Cash 

Due from federal agency (specify which) . . 

Investments 

Accrued interest earned 

Accounts receivable for materials sold 

.$ 24,380 
. 42,000 

. 67,000 

360 
740 

$ 18,000 

42.000 

67.000 
360 

$6,380 

740 

Total Assets 

.$134,480 

$127,360 

$7,120 

Liabilities, Reserve, and Fund Balance 




Liabilities: 

Vouchers payable 

Contracts payable 

Contracts payable — retained percentage. . 
Due to debt service fund 

. $ 4,000 

. 43,000 

. 14,290 

1,930 

$ 4,000 

43,000 
9,100 

$5,190 

1,930 

Total liabilities 

Reserve for encumbrances 

Fund balance 

.$ 63,220 
. 23,000 

. 48,260 

$ 56,100 
23,000 
48,260 

S7,120 

Total Liabilities, Reserve, and 

Fund Balance 

.$134,480 

$127,360 

$7,120 


Examination of the two columnar balance sheets reveals the flood 
control project to be in an incomplete status while the fire station is 
complete, with only final payments remaining to be made. Had there been 
two or more funds in either category they should have been given a 
general heading of Incomplete for the one category 7 and Co?nplete for the 
other, the names alluding to the status of construction or acquisition. 
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A combined columnar balance sheet for two or more capital improve- 
ment funds should be supplemented by a combined columnar analysis of 
changes in fund balance. Such a statement for imaginary funds is shown in 
Illustration 6-4. 

Illustration 6-4 

CITY OF WORTHINGTON 

Capital Projects Funds 
Analysis of Changes in Fund Balances 
Year Ended December 31, 1969 



Combined 

Flood Control 
Fund 

Fire Station 
Fund 

Original authorization 

.5730,000 

5300,000 

5450,000 

Fund balance, January 1, 1969 

.5153,000 

5 20,000 

SI 35,000 

Additions: 

Bond sales 

Grant from federal agency (specify 

which) 

Interest earned 

Prior year’s encumbrances reestab- 
lished 

.5150,000 

. 40,000 

4,800 

10,460 

5150,000 

40,000 

1,800 

10,460 

5 3,000 

Total additions 

.5205,260 

5202,260 

5 3,000 

Total beginning balance and 
additions 

.5360,260 

S222.260 

5138,000 

Deductions : 

Expenditures : 

Contract costs 

Noncontract costs 

.5252,400 
. 31,000 

SI 20,000 
31,000 

5132,400 

Total expenditures 

Amount in reserve for encumbrances, 

December 31, 1969 

Transfers to other funds 

.5283,400 

. 23,000 

5,600 

5151,000 

23,000 

5132,400 

5,600 

Total deductions 

.S3 12,000 

5174,000 

$138,000 

Fund balance, December 31, 1969 

.S 48,260 

5 48,260 

5 ^ 


As for the combined columnar balance sheets, one of the imaginary 
funds is incomplete, the other complete. The presence of two or more 
funds in either or both categories would call for a general heading or 
general headings for each. 

Statements of cash receipts and disbursements are important to admin- 
istrators of capital projects funds. Such statements for periods as short as 
one month may be useful in helping to maintain the flow of cash necessary 
for prompt payment of contractors’ and other bills. A fair idea of require- 
ments for a cash statement for a single fund may be gained from the 
example (Illustration 6-5) of a combined columnar statement adapted to 
use for two or more funds. 
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Illustration 6-5 

CITY OF WORTHINGTON 
Capital Projects Funds 

Statements of Cash Receipts and Disbursements 
Year Ended December 31, 1969 



Tola! 

Flood Control 
Fund 

Fire Station 
Fund 

Cash balance, December 31, 1968 

..$ 51,960 

S 25,100 

S 26,860 

Receipts: 

Bond sales 

. .$150,000 

$ 1 50,000 


Grant from federal agency (specify 
which) 

. . 40,000 

40.000 


Sale of investments 

.. 110.120 


$110,120 

Interest earned 

4,600 

1.600 

3.000 

Total receipts 

. .$304,720 

$191,600 

$113,120 

Total beginning balance and 
receipts 

. .S556.680 

$216,700 

SI 39,980 

Disbursements: 

Payments on contracts 

. .$216,100 

$ 91,400 

$124,700 

Payment of noncontract cost 

.. 15,530 

10,300 

5,230 

Payment of bond anticipation notes . . 

. . 50.000 

30,000 

. . . 

Purchase of investments 

. . 67,000 

67,000 

. . . 

Transfers to other funds 

3,670 


3,670 

Total disbursements 

..$332,300 

S198.700 

$133,600 

Cash balance, December 31, 1969 

..$ 24,380 

$ 1S.000 

$ 6.580 


Comparative financial statements 

Revenue funds, intragovernmental services funds, enterprise funds, and 
many trust and agency funds operate on a continuing basis through manv 
fiscal periods. In general, their operations are much the same from year to 
year. Their financial conditions at the ends of comparable fiscal periods, as 
shown in balance sheets, have considerable similarity. These characteris- 
tics invite the use of comparative financial statements for managerial use. 
On the other hand, comparative statements are practically useless for 
administration of capital projects funds. Some capital projects are started 
and finished within one year. As to multiperiod projects, the primary goal 
is to make them different each year by converting- financial resources into 

* * w 

capital assets as rapidly as possible. Operations of no two periods are 
similar except by coincidence, and financial conditions at the ends of any 
two periods are no more likely to be similar. In short, comparative 
statements have no applicability to capital projects funds. 
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QUESTIONS 

1. A public improvement project was accomplished by a combination of 
using the municipality’s own working force and contracting with a private 
contractor. Before completion of a project a quantity of materials was 
salvaged and sold for cash. To what account should the sale be credited? 

2. What do you think of charging the Expenditures account of a capital 
projects fund with depreciation of heavy equipment used on the project, 
assuming all work is done by the governmental unit’s own working force? 

3. The sale of $1,000,000 par value of general bonds by a municipality pro- 
duced $1,020,000 cash (no accrued interest sold). 

a) Was all or any part of that sum revenue for a capital projects fund, 
assuming it received the total amount? 

b) Was all or any part of that sum revenue to the municipality? Give a 
reason for each of your answers. 

4. A municipality, having presently idle money on hand in a capital projects 
fund, invested $60,000 of it in well-seasoned investments. When the bonds 
were sold, $595 was received for accrued interest on the investments but 
the market value had declined S50. Make appropriate entries for purchase 
and sale of the bonds; also, make a proper closing entry. 

5. The amount of Sl25,000 had been withheld from amounts owing to a 
contractor. Certain deficiencies were discovered in work done by the 
contractor, who was not in a position to make the necessary correcrions. 
The latter work was done by a second contractor, who charged $7,500 for 
his work. Record the adjustment transaction and also final settlement with 
the main contractor. 

6. The successful bidder on a capital projects fund-financed improvement 
contract began work on the project but was unable to complete it, where- 
upon his bonding company assumed its responsibility and let a contract 
to another bidder at a price below the originally contracted amount What 
changes were required in the governmental unit’s accounting records be- 
cause of the circumstances described above? 

7. At June 30, 1968, the Fund Balance account of a capital projects fund 
showed a balance of S960,000. At June 30, 1969, the balance had been 
reduced to $52,800. Is that change a cause for alarm? Explain your 
answer. 

8. A bond issue was sold at a premium which was credited to Premium on 
Bonds. It was subsequently shown as due to a debt service fund, and 
finally the cash was paid. How could this procedure have been shortened 
if it was known in advance that the debt service fund was to get the 
premium? 

PROBLEMS 

1. Below is a collection of miscellaneous requirements related to accounting 
and reporting for capital projects funds. Make journal entries and prepare 
a financial statement as required. 
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it) $800,000 par value of bonds were sold at 99, the discount to be recorded and subse- 
quently eliminated by a transfer from another fund. Record both transactions. 

b) Facts same as in (a) but discount recorded and subsequently written off because not 
covered by transfer of money from another fund. 

c) Facts same as in (a) but only amount received being recorded. 

d) $600,000 par value of bonds were sold at a premium of 2 percent, plus $900 accrued 
interest. Both premium and accrued interest recorded but subsequently transferred to a 
debt service fund. Journalize both transactions. 

c ) Terms of sale same as in (d) but neither premium or accrued interest money received 
by the capital projects fund. 

f) At December 31, 1968, the city of Newark’s fire station construction fund had a 
balance of $680,000, after closing entries had been journalized and posted. $230,000 
of encumbrances were outstanding. 

Original authorization for the project was S2, 300,000, to be financed $750,000 by 
the federal government, S250,000 by the state government, and the remainder by a 
bond issue. Most of the work was to be done by various private contractors. 

During the first 6 months of 1969 the following transactions or facts were reported: 

(1) $300,000 was recorded as due from the federal government. $450,000 had pre- 
viously been recorded. 

(2) All of the amount of the state’s grant was recorded as due. 

(3) $1,400 was collected as earnings on temporary investments. 

(4) Expenditures on the construction contracts totaled $1,230,000. Other expendi- 
tures amounted to $40,000. 

(5) $901,000 of encumbrances were outstanding at June 30, 1969. 

(6) Some bonds remained to be sold. 

Prepare a statement of changes in fund balance for the six months ended June 30, 1969. 
No journal entries required. 

State whether you think the fund was definitely in financial difficulty because it 
had a negative fund balance at June 30, 1969. 

2. To finance erection of a club house on the municipal golf course, the 
legislative body of Hensonburg authorized an issue of revenue bonds for 
the golf club house project. In the absence of legal opposition, the bonds 
were approved and the following events occurred: 

(1) Memorandum recording of the $600,000 bond authorization (no entry required). 

(2) Advertising for bids on the project. 

(3) Incurring of $5,500 preliminary expenses (credit Accounts Payable). 

(4) Receipt of $7,000 cash from the general fund, to pay for planning and engineering 
services already received. (Loan.) 

(5) The preliminary expenses already incurred were paid. 

(6) Letting a $579,000 contract for erection of the structure. 

(7) Sale of $590,000 par value of the bonds at 101. Credit Premium on Bonds. 

(8) Filing of a $2,500 damage suit against the city which, upon competent advice, the 
municipality chose not to contest. A judgment for the full amount was awarded in 
court. 

(9) Repayment of loan from general fund. 

(10) Receipt of a bill for $200,000 of the contract completed. 

(1 1) Payment of 95 percent of the contractor’s bill. 

(12) Payment of the damages judgment. 

(13) Modification of the original plans at a contract price of $6,000, the contractor to ac- 
cept unissued bonds for the amount of the addition. 

(14) Receipt of a bill for the balance of the contract price. 

(15) Payment of additional miscellaneous costs of $3,000 related to the project. 

(16) The project having been approved, final settlement was made with the contractor, 
who was assessed a penalty (adjusted in the final settlement) of $ 1 ,000 for failure to 
complete the project within the contract period. 
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(17) Closing entries were made, with a credit to a debt service fund for unused cash. 

( 18 ) Transfer of cash to the debt service fund. 

Record above transactions by journal entries and posting. 

3. In 1968 the town board of Harrison authorized a bond issue of $1,200,000 
for the erection of a municipal administration building estimated to cost 
$1,500,000. The difference between estimated total cost and the bond 
authorization was to be provided from a federal grant. $1,000,000 par 
value of the bonds were sold in a high market on October 1, 1968, but 
at a discount. It was anticipated that if necessary the discount would be 
covered by a grant by some other fund of the town. Some work was 
done in 1968 but no closing entries were made at December 31, 1968. 

At December 31, 1969, the municipal building erection fund had the 
following trial balance: 



Debit 

Credit 

Cash 

...% 25,000 

% 

Contracts payable 

. . . 

48,000 

Contracts payable — retained percentage 

Encumbrances 

. . . 420,000 

32,000 

Expenditures 

. . . 700,000 


Investments — temporary (at cost) 

Revenues 

. . . 340,000 

1,000,000 

Discount on sale of bonds 

Reserve for encumbrances 

15,000 

420.000 


$1,500,000 

SI, 500,000 


You are required to do the following things: 

a) From the explanatory statements and the trial balance information 
given above prepare a statement of changes in fund balance for the 
period September 30, 1968, to December 31, 1969. 

b) Study the explanatory information and analyze the account balances; 
then prepare a statement of cash receipts and disbursements for the 
same period. 

4. The town council of the town of Crothersville decided to embark upon 
the construction of a recreation center to be financed partly by revenue 
bonds and partly by a grant from an agency of the federal government 
Due to uncertainty as to the exact amount of aid to be received from 
federal tax money and, therefore, the total amount of bond financing 
required, it was decided to defer the formal bond authorization until 
better information was available, although commitments to purchase the 
bonds had been received. 

(1) Preliminary planning and engineering expenses were incurred in the amount of 1 11,- 
500. No money was immediately available for paying these costs (credit Vouchers 
Payable). 

(2) Supplies to be used by the city’s own working force in connection with the project 
were ordered in the amount of $ 7 , 050 . 

(3) A contract was let under competitive bids for a major segment of the project in the 
amount of $2,170,000. 

(4) Sale of buildings presently occupying the site of the future recreation center, which 
site was donated by a philanthropist, brought $3,100 cash to the recreation center 
fund treasury. 

(5) All the supplies referred to in (2) were received at a net cost of $6,090, part of the 
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difference between rhe amount encumbered and the amount to lie vouchcrcd being 
due to one vendor’s inability to fill all of his part of the total order. 

(6) A bill (not encumbered) was received from the street fund for work done on the 
project in the amount of $2,080. This bill will be settled by an interfund transfer. 

(7) A bill for $200,000 was received from a contractor for a portion of work which had 
been completed under the general contract. 

(8) The bond issue not yet having been prepared for marketing, it was decided to 
provide temporary' financing by borrowing on bond anticipation notes payable, of 
which $250,000 were issued to a lending institution. They were discounted at 2 
percent for the time till maturity. 

(9) The contractor’s bill, less a 5 percent guaranty', was paid (do not voucher). 

(10) All vouchers payable, except $970 about which there was some controversy, were 
paid. 

You are required to do the following things for the Crothcrsville recreation 
center construction fund: 

a) For such of the foregoing information as requires formal recording, 
make journal entries and post to T accounts, or post directly from 
transactions to T accounts. 

b) Prepare a trial balance, using June 30, 1969 as the date. 

c ) Prepare closing entries at June 30, 1969. 

d) Prepare a balance sheet for June 30, 1969. 

e) Prepare a statement of changes in fund balance. Designate as, ‘Tor 
Six Months Ended June 30, 1969.” Show authorization as “Undecided.” 

f) The fund balance amount at June 30, 1969 might seem to indicate that 
the fund is in a distinctly unfavorable financial condition. State why 
that is not necessarily the case. 

5. In 1968 the city of Lawrenceville began the work of expanding its sewer 
system, to be financed by a bond issue, supplemented by state and federal 
grants. Estimated total cost of the project was S730,000; $480,000 was to 
come from the bond issue, S200,000 from a federal grant, and the balance 
from a state grant. The capital projects fund to account for the project 
was designated as the Sewer System Expansion Fund. 

The following transactions were consummated in 1968: 

(1) A $25,000 loan was supplied by the general fund. 

(2) The amounts to be supplied by the other governmental units (state and federal) were 
recorded as due. (Record amounts due in separate accounts.) 

(3) A contract was let to Reynolds Construction Company for the major part of the 
project on a bid of S695,000. 

(4) A bill was received from the city’s stores and services fund for supplies provided to 
this fund in the amount of $2,010. 

(5) An account payable was recorded for a SI, 680 billing from the local telephone com- 
pany for the cost of moving some of its underground properties necessitated by the 
sewer project. 

(6) A billing of $160,000 was received from Reynolds for billable progress to date on 
the project. 

(7) Preliminary planning and engineering costs of $19,500 were paid to the Midwest 
Engineering Company. There had been no encumbrance for this cost. 

(8) Revenue collected during 1968 was as follows: 


From federal government $150,000 

From state government 25,000 

From sale of bonds at par 200,000 


(9) The amount due to the general fund and the amount billed by the contractor, less 
5 percent withheld, were paid. 
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(10) Temporary investments were purchased at a cost of 5146,000, of which $1,500 was 
for accrued interest purchased (debit Accrued Interest Purchased). 

You are required to do the following things: 

a) Prepare a trial balance for December 31, 1968. 

b) Prepare closing entries. 

r) Prepare a balance sheet for December 31, 1968. 

Transactions for 1969 were as follows: 

(11) Encumbrances in effect at December 31, 1968, were reestablished in the accounts. 

(12) The city board of works decided upon a further extension of the sewer and, after 
necessary legal actions, awarded the addition to the original contractor at $45,000. 
Additional bonds were authorized in that amount. 

(13) An additional billing was submitted by the contractor in the amount of $310,000. 

(14) Investments were disposed of for cash. Revenue earned on the sale amounted to 
$2,600 over and above accrued interest recovered. 

(15) The remaining bonds were sold at 101, but the premium was paid directly to the 
sewer system expansion debt service fund. 

(16) The contractor’s second billing, less 5 percent retention, was paid. 

(17) The contractor reported the project completed, subject to final inspection and ap- 
proval by the supervising engineers, and submitted his bill for the balance of the 
contract. 

(18) Balances due from the state and federal government were received. 

(19) The amount due on the contractor’s last billing, less 5 percent retained was paid. 

(20) The accounts payable liability and that to the stores and sendees fund were paid. 

(21) Upon final inspection a defect was discovered and reported to the contractor. Having 
moved his working force and equipment to another job, he authorized correction of 
the defect at a cost not to exceed $5,000. The correction was made at a cost of 
$4,700, which was paid from the project cash account. 

(22) The balance due to the contractor was paid to him. 

(23) The balance of cash was transferred to the sewer system expansion debt sendee fund 
(debit Fund Balance) on November 17, 1969. 

You are required to do the following things: 
a) Make closing entries and post to ledger accounts. 

V) Prepare a statement of changes in fund balance for December 31, 1968 to 
November 17, 1969. Authorizations may be shown as a total. 

6. The common council of the town of Waynesburg approved a $1,200,000 
issue of 5 percent bonds to help finance a general improvement program 
estimated to cost a total of $1,900,000. The federal government had agreed 
to finance $700,000 of the cost. Action of the council was approved by 
vote of property owners in the municipality. 

For control purposes, encumbrances, reserve for encumbrances and 
expenditures are to be identified as to whether they relate to the central 
office building or to the hospital project, by use of the following special 
titles: 

Encumbrances — Hospital Addition 
Reserve for Encumbrances — Hospital Addition 
Expenditures — Hospital Addition 
Encumbrances — Office Building 
Reserve for Encumbrances — Office Building 
Expenditures — Office Building 
The following transactions occurred: 

(1) An advance of $7,000 was received from the general fund. 

(2) Based on estimated cost of the two projects, the town council formally allocated 
$600,000 to the office building and the remainder to the hospital addition. (No entry 
required.) 
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(3) $800 was paid, without prior encumbrance, for preliminary expenses related to the 
office building. 

(4) $100,000 par value of the bonds were offered for sale and sold for 102 and accrued 
interest from January 1 to March 31, date of the sale. (Record entire transaction.) 

(5) Money from premium and accrued interest was transferred to a debt service fund. 

(6) Materials for work to be done on the office building by the city work force were 
ordered in the amount of $43,200. 

(7) A contract was let for a major portion of the office building contract at a total price 
of $480,000. 

(8) All materials ordered for the office building were received at a total cost of $43,400 
(credit Vouchers Payable). 

(9) Prior to completion of the office building, changes in plans and specifications were 
requested by the city. By agreement of the two parties involved, the changes were 
incorporated in the contract at an additional cost of $15,000. 

(10) The advance from the general fund was repaid. 

(1 1) Payrolls for work done by the city working force on the office building totaled $54,- 
100 (do not voucher) and were paid, as were the bills for materials. 

(12) $500,000 more bonds were sold on September 30 for financing the office building. 
They yielded 102 and accrued interest from July 1. 

(13) A bill was received from the construction company for the amount of the office 
building contract as revised. 

(14) The amount of contribution expected from the federal government was recorded 
as due. 

(15) Premium and accrued interest on the second bond sale were transferred to a debt 
sendee fund. 

(16) The claim of the office building contractor was paid less a retained percentage 
amounting to $24,750. 

(17) A contract was let for construction of a hospital addition at an estimated cost of 
$950,000. 

(18) $100,000 par value of bonds were marketed at 99% and accrued interest which 
amounted to $3,200. As discount on bonds sold was to be offset by a contribution of 
like amount from the general fund in this instance, it may be debited to the general 
fund. 

(19) The accrued interest on the bonds sold was transferred to a debt service fund. 

(20) $200,000 of the amount due from the federal government was received. 

(21) The office building project having been found acceptable, the balance due the 
contractor was paid. 

(22) Various general expenses incurred on the hospital addition were paid at a cost of 
$7,600. 

(23) Land made necessary by the hospital addition was acquired at a cost of $11,900, 
paid in cash. 

(24) A bill based upon 30 percent of the hospital construction contract was received. 


The period ended at this stage of the project and you are required to 

do the following things: 

a) Journalize the foregoing transactions and post them to T accounts or 
post directly from transactions to T accounts. 

b ) Prepare a trial balance, assuming a date of December 31, 1969. 

c) Prepare a statement of changes in fund balance, observing the following 
rules: 

1. Include a Total, an Office Building, and a Hospital Addition column. 

2. Report authorizations for the two classes according to information 
in the beginning instructions. 

3. Revenues will be $600,000 from the sale of bonds for the office 
building, and from the federal government and sale of bonds for 
the hospital addition. 

4. The ending fund balance for the hospital addition may indicate a 
deficiency. Give the reason. 
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CONTINUOUS PROBLEM 

6-L. The voters of the city of Bingham approved the issuance of general 
obligation bonds in the face amount of $6,000,000 for the construcuon 
and equipping of a community college to be called the I. L. Grimes 
Junior College. City engineers were to work on the plans. Architects 
were also to be retained. It is anticipated that the excavation, grading, 
and paving of roads and parking lots will be accomplished by the city 
Department of Public Works, but that all other construction will be 
handled by contractors. 

You are required to: 

a) Open a general journal for the College Construction Fund. Record 
the transactions below, as necessary. Use account titles listed under 
requirement (c). 

b) Record in the general fund general journal all entries which should 
be made for the transactions below. 

1. On the advice of the underwriters the total face amount of bonds bearing an 
interest rate of 3j percent were sold at $ 100,000 premium. The bonds are to 
mature in blocks of $300,000 each year over a 20-year period. The premium 
was transferred by the College Construction Fund to the College Bond Debt 
Service Fund. 

2. A tract of land appraised at $350,000 was given to the city as a site for the 
college. The College Construction Fund purchased rights-of-way and addi- 
tional small tracts for a total of S8 5,000; this amount was paid. 

3. Legal and other costs of the bond issue were paid in the amount of $15,000. 

4. Architects were engaged at a fee of 6 percent of the bid of the contractors. It is 
estimated that the architect’s fee will be $240,000. 

5. Preliminary plans were received and the architects were paid S50,000. 

6. The detailed plans and specifications were received and a liability in the 
amount of $150,000 to the architects was recorded. 

7. Advertisements soliciting bids on the construction were run at a cost of $125. 

8. Excavation and grading was started by the city Department of Public Works. 
The College Construction Fund was to reimburse the General Fund for the 
actual cost of payroll and fringe benefits of laborers who worked on this project, 
and was to pay an agreed-upon rental for the equipment used. Paving mate- 
rials were to be purchased by the College Construction Fund (to be encum- 
bered as ordered). It was estimated that the cost to the College Construcuon 
Fund would be S 190,000 for work done by the Department of Public Works. 

9. Construction bids were opened and analyzed. A bid of $3,896,534 was ac- 
cepted and the contract let. 

10. Excavation and rough grading were finished. The General Fund presented the 
College Construction Fund with an invoice for $28,000 payroll cost, $12,000 
fringe benefit costs, and S25,000 equipment rentals. The payroll and equip- 
ment charges were approved for payment, but the amount of the fringe benefits 
was disputed and no liability was recorded for the $12,000. 

11. The contractor requested a partial payment of $1,400,000. This amount was 
approved for payment. 

12. Vouchers payable to the contractor and the General Fund were paid. One 
third of the amount due the architects was paid. 

13. Paving materials were ordered at an estimated total cost of $150,000. 

14. Furniture and equipment for the college were ordered at an estimated total 
cost of $1,260,000. 

15. The contractor completed the construction and requested payment of the 
balance due on the contract. After inspection of the work the amount was 
vouchered and paid. 
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16. Paving materials were received. The invoices, totaling $151,312, were ap- 
proved for payment. 

17. The Department of Public Works did the finish grading and paved roads and 
parking lots. The payroll totaled $56,000; fringe benefits, $24,000; and equip- 
ment rental, $50,000. The Construction Fund approved payment of $106,000 
to the General Fund. 

18. Furniture and equipment was received at a total actual installed cost of 
$1,276,000. Invoices were approved for payment. 

19. Both amounts billed by the General Fund for fringe benefits were settled for 
a total of S25,200. The liability for this amount was recorded. 

20. The remainder of the architect’s fee was approved for payment. The College 
Construction Fund paid all outstanding liabilities. 

c) Open a general ledger for the College Construction Fund. Use the 
account titles shown below. Allow 5 lines unless otherwise indicated. 
Post the entries to the College Construction Fund general ledger. 

Cash — IS lines 
Revenues 

Premium on Bonds 

Vouchers Payable — 15 lines 

Due to Other Funds — 8 lines 

Expenditures — 18 lines 

Encumbrances — 18 lines 

Reserve for Encumbrances — 18 lines 

Fund Balance 

d) Prepare a College Construction Fund trial balance. 

e) The College Construction Fund was closed. Remaining assets were 
transferred to the College Bond Debt Sendee Fund. Record the 
proper journal entries in the College Construction Fund and post to 
its general ledger. 



Chapter 7 

Debt Service Funds 


In the preceding chapter governmental bonds had a place because they 
are the source of vast sums of borrowed money used in the construction 
or purchase of long-term assets. The present chapter relates mostly to 
provision for, and the act of, paying principal and interest on bonds. Debt 
sendee is sometimes spoken of in reference to interest, or possibly to 
principal, alone. The more common usage relates it to both interest and 
principal and it is so used in the discussion of debt service funds in this 
chapter. Structurally they are flexible enough to be used in connection 
with payment of either principal or interest, or both. The common 
practice is to employ a separate debt sendee fund for each bond issue to 
be serviced. In the past, this family of funds has commonly been called 
sinking funds. 

Bond issues are planned with nvo main considerations in mind: 

1. Obtaining the largest possible net amount of money for the smallest 
possible total amount of future principal and interest payments. 

2. Such payments to be made under terms and conditions most favorable 
to the issuer of the bonds. 

A wide range of combinations of terms, conditions, and provisions in 
bond issues is the result; but for debt service funds the majority of these 
affect only the amount and timing of bond service collections, and timing 
and amount of disbursements by debt service funds. Ordinarily a bond 
issue should be shaped to include what is considered the most favorable 
combination of the factors mentioned. Two features of bond issues 
having the greatest import to their related debt sendee funds are: 

1. Timing of maturities. Are they term bonds, maturing in total at a 
given future date; or serial bonds, maturing at fixed or irregular intervals of 
time, in specified amounts? 

2. Callability. Does the issuing governmental entity have the authority to 
call for payment any or all of the bonds at times to be selected by it? 

Obviously these features are important for efficient debt sendee manage- 
ment because they affect the scheduling of asset acquisition and disburse- 
ment. 
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While debt service funds arc employed mostly in connection with 
bonded debt, they may be used for service of notes payable, time warrants 
payable , 1 and, in fact, service for any kind of debt for which segregation 
of assets is required by covenant or deemed financially desirable. 

Some bond issues may be retired without use of a debt service fund. 
This is true if the bond indenture provides for payments of such size and 
at such intervals that both principal and interest payments may be 
financed by some revenue fund through its regular annual budget, with- 
out undue burden to that fund. This is an economical program of debt 
service because it reduces the required administration and accounting 
activities to a minimum, with special reference to management of assets — 
principally cash and income-producing investments — which would other- 
wise have to be segregated in a separate fund. 

Financing by use of serial bonds may entirely obviate the need for a 
debt service fund for either principal or interest. Interest payments typi- 
cally are required in relatively small amounts, and so may be financed 
from current revenue of each year without imposing an excessive burden 
on any one year’s resources. Likewise, repayments of principal may be 
spaced over a long enough term and with such frequency that they can be 
financed without the use of a special accumulation fund. However, there 
is nothing in the nature of debt service funds to interfere with their use 
for serial bond service, and many governmental entities do so: the ques- 
tion is whether their use for that purpose is beneficial. 

The use, size, and method of operating a debt service fund to account 
for payment of bond principal and interest may be contractual, manda- 
tory by law, or voluntary. First, the prospective issuer of bonds may, by 
choice or by direction of the underwriting syndicate 2 or other outlet 
expected to market the issue, include in the bond indenture 3 contractual 
provisions for a debt service fund. Except for governmental units with the 
highest credit rating, this should increase the attractiveness of the issue, 
thus producing a better yield from sale of the bonds, to be partly offset by 
the cost of operating the service fund. Second, the governmental unit may 
be required by law to establish a fund for servicing payments of interest 
and principal. Third, without compulsion, either from the bond indenture 
or from law, the governmental unit may see fit to establish a service fund 
— for possible better management of debt servicing, for improving attrac- 
tiveness of its bonds as an investment, or for any other reason acceptable 
to the parties concerned. 

With the foregoing information about the nature and usual environ- 

1 This kind of debt is an order on a second party to pay a third party at some 
future date. 

2 As applied to finance, a group formed to market an issue of bonds or other 
securities. 

3 A contract between the prospective issuer of bonds and a trustee or other agent 
representing prospective owners. 
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ment of debt service funds, attention will now be transferred to their 
mechanics. How they operate in general, and what should be done about 
various special situations, will be discussed and in many cases illustrated to 
the extent deemed appropriate in a single chapter. It should be noted that 
three kinds of funds — intergovernmental service, special assessment, and 
enterprise — may issue debt to be serviced exclusively from resources 
generated and applied to debt sendee within the issuing fund (always true 
of special assessment funds). No separate debt service fund is required. 

Financing debt service funds 

Debt service funds, being affected by both state laws and local ordi- 
nances and edicts, may be financed from a variety of sources, of which the 
major ones are: 

1. Ad valorem property taxes. 

2. Nonproperty taxes and license fees. 

3. Assessments upon, or contributions by, other funds. 4 

4. Income from investments. 

Some of the revenue may pass to the debt service fund from the source 
by which it is generated, but probably the larger part is received as a 
contribution by, or transfer from, another fund . 5 Whatever the aggregate 
sources providing financial support for a debt service fund may be, there 
is likely to be an ad valorem property tax which will be called upon to 
provide money when that obtained from other sources is inadequate for 
debt sendee requirements. 

Accounting procedures 

Notwithstanding a wide range of practices in the organization and 
management of debt service operations, only two general types of fund 
structures are required to account for substantially all of them. The two 
have no special names but their general characteristics are as follows: 

1. The simpler is structured much like a revenue fund, collecting taxes, 
fees, licenses, etc., either from the originators or another fund, and using the 
proceeds to pay debt service liabilities as they become due. This type of 
fund is usually operated on a year-to-year basis with little or no effort to 
accumulate assets for investment purposes. It is adapted for debt service on 
serial debt. 

4 The municipal gas company in a midwestem citv annually pays a lump sum 
assessment, the amount of which is usually negotiated with the city council, to the 
city general fund, in lieu of taxes. 

5 The city of Louisville, Kentucky, has a body known as Commissioners of the 
Sinking Fund which dates from 1851. The unit has a general fund which receives all 
debt service money generated outside the fund and also income from investments 
owned by the commissioners’ sinking fund. The commissioners’ genera] fund then 
annually transfers to its sinking fund exactly the amount of its debt service require- 
ments. 
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2. A slightly more complicated type embodies a plan based upon an 
actuarial schedule which serves as a long-term budget for the fund. Each 
year’s changes in the actuarial schedule are a sort of budget for that year’s 
transactions by the fund. This type of debt service fund is adapted for use 
in accounting for accumulation of sizable amounts of investments and other 
assets in connection with the servicing of term bonds. 

For both types of funds the main sources of information are the detailed 
records of outstanding long-term debt maintained for effective debt man- 
agement. In these records there are usually shown about the debt, by 
issues, the par value or principal outstanding, amounts of interest for each 
period, dates and amounts of maturities by issues, callability provisions, if 
any, and possibly other facts — all essential for preparing annual and long- 
term programs of debt service. Although not authoritatively designated as 
such, the type of fund which operates on annual budgets will be referred 
to as the annual type, while the other will be called the actuarial type. 

A debt service fund for debt refunding 

In truth, the debt sendee funds with potentially the shortest duration 
conceivably could be in existence for only a single day. This is a fund 
used to account for debt retirement by selling in total an issue of refund- 
ing bonds. Ordinarily this is accomplished by selling the new, refunding 
bonds and paying the creditors whose debts are being liquidated, either 
because of having matured or having been called. Assuming that the 
refunding issue sells for par value and that the debt being refunded is of 
the same amount, the following entries would serve to record the main 
operations, assuming $200,000 as the amount of both the old and new 
debts: 

Cash 200,000 

Fund Balance 200,000 

To record sale of refunding bonds. 

Fund Balance 200,000 

Cash 200,000 

To record payment of the refunded bonds. 


If the refunding bonds were exchanged for the refunded debt, it would 
seem that, following present recommendations, no journal or ledger en- 
tries in a debt service fund would be necessary. As to the entry illustrated 
above, it should be noted that neither the bond issue being liquidated nor 
the refunding issue is required to be recorded in the debt service fund. 
Presumably the retired issue had been recorded in the General Long- 
Term Debt and Interest group (discussed in a later chapter) and the new 
issue will now be recorded there until it is liquidated. The imaginary 
refunding transaction qualified for recording in a debt service fund by 
virtue of the liquidation of the old issue of bonds, and not by issue of the 
newer bonds. 
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If a more detailed procedure for recording the refunding operation is 
desired, the National Committee on Governmental Accounting recom- 
mends the following debt service fund entries: 


Revenues 

Receipt of proceeds of sale of new bond issue. 

. . 200,000 

200,000 

Expenditures 

Matured Bonds Payable 

To record liability for payment of bonds being retired. 

. . 200,000 

200,000 

Matured Bonds Payable 

Cash 

To record payment of bonds being retired. 

. . 200,000 

200,000 

Revenues 

Expenditures 

. .200,000 

200,000 


To close the above named accounts. 


Had this fund been responsible for paying the last installment of interest 
on the bonds being retired, cash received for making the payment (from 
whatever source) could have been recorded as in the first entry, the 
liability for paying the interest as in the second entry (credit Interest 
Payable or some similar title), and payment as in the third entry. Whether 
the simplified or expanded procedure is better in a given situation is a 
matter of personal opinion, to be decided by the governmental entity’s 
accountant. Due to the usual brevity and restricted scope of a refunding 
operation, no budget is necessary, which accounts for the absence of 
budgetary entries in the illustration. 

Debt service funds for serial bonds and interest 

This is probably the most widely used kind of debt service fund, 
brought about by the emergence of serial bonds as a favorite form of 
long-time financing. If bonds are prepared to mature in relatively small 
amounts at regular intervals (or approximately so) of one year, with 
payment of bond principal and interest from each year’s revenue of some 
revenue fund or funds, the responsibility would not ordinarily prove 
burdensome upon any one year’s budget of the revenue fund or funds. 
Economy accrues from avoidance of the necessity of managing assets 
required to be kept in an accumulation fund if the bonds mature in a lump 
sum at a single future date. However, even though a bond issue matures at 
regular or irregular intervals during the total life of the issue, the maturi- 
ties may be so far apart that a measure of annual accumulation of assets is 
desirable, or even mandatory, to keep the periodical payment burden 
from falling in a single year. To illustrate accounting procedures for a 
debt service fund for retiring serial bonds, an issue of bonds scheduled to 
mature in series, at rather long intervals (regular or irregular makes no 
difference) will be taken as an example embodying the following details: 
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Name of municipality: Bradford City. 

Name of fund: Fire Station Bonds Debt Service Fund. 

Fiscal period covered: 196 9. 

Source of financing: Contributions from general fund and net earnings 
on investments managed by a fiscal agent outside the governmental 
unit. 

Debt outstanding at December 31, 1969: $800,000, payable $200,000 each 
three years, with interest at 5 percent. To be paid by debt service 
fund, both principal and interest. 

It will be assumed that at December 31, 1968, the fund showed the 
following after-closing trial balance: 


BRADFORD CITY 

Fire Station Bonds Debt Service Fund 
Trial Balance, December 31, 1968 


Debit Credit 

Cash in bank $ 11,500 

Cash with fiscal agent 12,100 

Investments with fiscal agent 154,000 

Accrued interest on investments 3,090 

Due from general fond 17,000 

Accrued interest on fire station bonds $ 20,000 

Fund balance 177,690 


$197,690 $197,690 


The fond budget for 1969 included the following items: 

Appropriations: Retirement of bonds, $200,000; payment of current interest on 
fire station bonds, $40,000; expenses of fiscal agent, $2,300. 

Estimated revenues : Contribution from general fond, $64,000; interest on invest- 
ments, $4,120. 


The absence of an appropriation for purchase of investments will be 
noted. Purchasing investments occasions the disbursement of cash but it is 
not an expenditure because it neither uses any of the current year’s 
revenue nor reduces the fund balance. It is merely a conversion of one kind 
of an asset into another kind. 

Transactions for 1969 and entries for them were as follows: 


Estimated Revenues 68,120 

Fund Balance 174,180 

Appropriations 242,500 

To record the 1969 budget. (The imbalance in the year’s 
budget, rather than being a matter for concern, is typical of 
a fond operated just like this one is. In years when no bonds 
are retired revenues typically go into investments rather 
than into expenditures, whereas in years when bonds are re- 
tired a much larger amount goes to expenditures than is re- 
ceived in revenue during the year.) 


Due from General Fund 

Revenues 

To record general fund’s 1969 required contribution. 


64,000 


64,000 
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Cash in Bank 77,000 

Due from General Fund 77,000 

To record cash received from general fund during 1969. 

Expenditures 20,000 

Accrued Interest on Fire Station Bonds 20,000 

Cash in Bank 40,000 

To pay bond interest accrued at December 3 1 , 1968, and six 
months of current year’s interest. 

Expenditures 2,300 

Cash with Fiscal Agent 32,500 

Cash in Bank 34,800 

Transfer ofcash to fiscal agent for investment and to pay his 
fees for the year in the amount of $2,300. 

Cash with Fiscal Agent 5,120 

Accrued Interest on Investments 3,090 

Revenues 2,030 

To record reported collection of $5,120 interest, including 
amount accrued at December 31, 1968. 

Investments with Fiscal Agent 43,220 

Cash with Fiscal Agent 43,220 

Purchase of U.S. Treasury bills at a cost of $43,220. 

Expenditures 220,000 

Matured Bonds Payable 200,000 

Accrued Interest on Fire Station Bonds 20,000 


$200,000 par value of bonds and $20,000 of interest, both to 
be paid on January 1 , 1970, recorded as due. (Since their 
issue these bonds presumably have been recorded in the 
governmental entity’s general long-term debt and in- 
terest group. They now become a liability of the fund which 
will pay them. The liability account title is not the only ac- 
ceptable one.) 


Cash with Fiscal Agent 207,800 

Investments with Fiscal Agent 197,220 

Revenues 10,580 


Report by fiscal agent of sale or maturity of all investments 
fora total of $205, 320, plus $2,480 interest sold or collected 
since his last previous report. (Revenue credit includes 
$8,100 gain on sale of investments.) 

Cash in Bank 214,300 

Cash with Fiscal Agent 214,300 

Transfer of all cash held by fiscal agent. 

Since the fund had no revenue-producing assets, nothing due from 
other funds, and no unrecorded expenditures at the end of 1969, there arc 
no situations requiring adjusting entries. The following closing entry 
disposes of the year’s nominal or temporary accounts: 


Revenues 

Appropriations 

Expenditures 

Estimated Revenues 
Fund Balance 


76,610 

242,300 


242,300 

68,120 

8,490 
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At this point it is appropriate to make some generalizations about the 
imaginary Fire Station Bonds Debt Service Fund, created to provide 
principal and interest service for a serial bond issue with maturities at 
intervals longer than one year. 

1. With the exception of its regular accumulation of assets (investments) 
in excess of some year’s expenditure requirements, the fund closely resembles 
a special revenue fund. 

2. The fund recorded no administrative or overhead expense. Since this 
kind of agency is exclusively for the servicing of debt, its operations are 
simplified by absorbing administrative and overhead costs as part of the 
governmental unit’s general administration. This is a matter of policy and 
not of any structural characteristic of the fund. 

3. Since the appropriation ordinance authorized expenditures for only 
three purposes, encumbrance entries were not necessary but would have 
done no harm. If there had been several different kinds of expenditures, in- 
cluding some inclined to vary widely from year to year, encumbrance ac- 
counting probably would have been helpful. 

4. At the end of the nine more years required to liquidate the remaining 
balance of $600,000, the existence of the Fire Station Bonds Debt Service 
Fund will come to an end because its mission has been performed. It might 
even be liquidated at an earlier date, if the bonds are callable and assets be- 
come available for paying part or all of the debt before maturity. 

5. Had maturities of the bonds been on an annual basis, transactions of 
the fund would be much the same, with the exception of those pertaining 
to the fiscal agent relationship, which would probably be absent, and the 
comparative amount of investments owned at any one time would have been 
less. 

6. Some government units provide their own management for investment 
programs, which are likely to be much more inclusive than for debt service 
funds alone. This substitutes internal cost for a fiscal agent’s fees, but, be- 
cause of the often imprudent choice of public officials, may result in less 
efficient management. Bond indentures may stipulate the employment of an 
independent fiscal agent possessing recognized qualifications. 

Financial statements of a serial bonds debt service fund 

Financial statements for this type of debt service funds are likely to be 
much the same, whether the fund is for bonds maturing at regular or 
irregular intervals. Differences are likely to be confined to the number and 
titles of accounts used. Balance sheets, statements of revenue, expenditures 
and fund balance, and statements of cash receipts and disbursements are 
the most common. If the fund perchance has numerous kinds of expendi- 
tures and of revenues, the second statement mentioned, prepared to com- 
pare actual with estimated, and possibly showing amounts and percentages 
of deviation of actual from estimated, may be useful in planning future 
operations. 

The Fire Station Bonds Debt Service Fund balance sheet after closing 
at December 31, 1969, would be as shown in Illustration 7-1. 
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Illustration 7-1 


CITY OF BRADFORD 

Fire Station Bonds Debt Service Fund 
Balance Sheet, December 31, 1969 


Assets 


Cash $228,000 

Due from general fund 4,000 


Total Assets $232,000 


Liabilities and Fund Balance 


Liabilities: 

Matured bonds payable $200,000 

Accrued interest on fire station 

bonds 20,000 

Total liabilities $220,000 

Fund balance 12,000 

Total Liabilities and Fund 

Balance $232,000 


In appraising the apparently precarious financial condition of the Fire 
Station Bonds Debt Service Fund, it should be noted that it is one day 
away from paying recorded liabilities of §220,000, after which it will 
begin accumulating assets, according to a definite plan, for paying $90,000 
interest ($600,000 X 5 percent X 3) during the next three years, plus 
$200,000 of principal at the end of three years. 

Why the fund balance of $177,690 at December 31, 1968 declined to 
$12,000 one year later is explained by the statement shown in Illustration 
7-2. 


Illustration 7-2 

CITY OF BRADFORD 

Fire Station Bonds Debt Sendee Fund 
Statement of Revenues, Expenditures, and Fund Balance for 1969 


Fund balance, December 31, 1968 SI 77,690 

Add: Excess of actual over estimated revenues: 

Actual $ 76,610 

Estimated 68,120 

Excess 8,490 

Total beginning balance and excess $186,180 

Deduct: Excess of appropriations over estimated 
revenues : 

Appropriations $242,300 

Estimated revenues 68,120 

Excess 174,180 

Fund balance S 12,000 


Since the probable expenditures of this fund were highly predictable, 
there was no variance between appropriations (estimated expenditures) 
and actual expenditures, otherwise the excess of the one over the other 
would have had to be added or deducted, depending upon whether 
appropriations or expenditures was larger. 

A cash receipts statement for this sort of fund will not be illustrated. 
Such a statement would begin with the year’s beginning balance, add 
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nized receipts, deduct itemized disbursements and conclude with the 
lr-cnd balance. 

bt service funds for term bonds 

When repayment of the principal of an issue of term bonds is fortified 
the establishment of a well-planned retirement fund, with strict en- 
•cement of its provisions,® the bondholder’s investment is given a greater 
asure of security than if no accumulation fund were provided. The 
:urity of the investment added by the accumulation fund normally 
ults in a lower interest rate on the bonds. 

Debt retirement accumulation funds have been given the name of 
nking funds” and although the name is not fully descriptive it is easy to 
: and has been perpetuated. Henceforth in this chapter it will be given 
conventional usage. 

There appears to be little reason for use of a sinking fund for interest 
yments. The purpose of a sinking fund is to spread, by means of 
riodic contributions during the bond issue’s life, the burden of liquidat- 
r a large debt at a single date. Tire same is not true of interest payments; 

• nature they are periodic charges of relatively small amounts and, so 
my believe, should be financed, period by period, directly from peri- 
ic revenue. This does not preclude financing and administering interest 
yments through a debt service fund, but merely separates interest 
ovision and payment from sinking fund operations. Latest recommen- 
tions of the National Committee on Governmental Accounting favor 
.yment of both interest and principal through the same fund. 

A sinking fund is accumulated from one or more of three possible 
urces: 

Additions by contributions or tax levies and interest and penalties on taxes. 
Additions from earnings on investments of contributions, tax levies, and 
earnings. 

Increases in value of investments between the time of acquisition and the 
time of sale. 

relatively small sinking fund might be planned on an informal basis 
ithout providing for exactly equal contributions from each year’s public 
;venue and, therefore, an unequal periodic burden upon taxpayers. For 
rge sinking funds (also small ones) the periodic demands upon public 
ivenue can be equalized, theoretically at least, by preparation of a sinking 
ind table based upon sound actuarial principles. This means that by 
^plication of actuarial principles it is possible to plan the accumulation of 
ly given amount, to be completed at any future date, with exactly equal 

c About 1950, an Indiana city retired a debt which had been incurred about 1870 
> help finance a railroad’s entrance into the city'. The original debt called for a fund 
) finance retirement of the debt. Levying of taxes to finance the retirement fund was 
ot made mandatory and city officials saw fit to neglect them. The railroad had been 
aandoned long before the last of the debt had been paid. 
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contributions for all periods. For reasons to be mentioned later, planning 
such a program and obtaining exactly the planned results are not one and 
the same thing. Little generalization is possible about accounting for 
nonactuarial-type sinking funds because their operations follow no single 
pattern. However, it is believed that any technique required for nonac- 
tuarial-type funds would likely have a counterpart in accounting for serial 
bond debt service funds, already discussed, or actuarial-type debt service 
funds for term bonds. It remains, then, to select from those two types of 
funds whatever is needed for the nonactuarial sinking fund type. For the 
remainder of this chapter discussion will relate to actuarial-type funds. 

Prior to 1968 it was the generally accepted position that interest 
payments on sinking fund bonds should not be routed through the sinking 
fund accounts; but in that year the official position of the National 
Committee on Governmental Accounting was changed to favor receiving 
and disbursing assets for interest payments in the fund used to account for 
the debt retirement provisions. This results in inclusion of interest re- 
quirements in each year’s additions and each year’s expenditures. How- 
ever, actuarial schedules, discussed and illustrated later on, will be re- 
stricted to planning necessary provisions for retirement of principal. 

Summary of sinking fund operation 

Operation of a sinking fund on a strictly actuarial basis is conducted in 
the following general manner: 

1. The number of accounting periods to be covered by the sinking fund 
will be ascertained. If the bond issue matures 20 years after the date of issue, 
the sinking fund should cover approximately that number of years. If semian- 
nual compounding of sinking fund earnings is contemplated, approximately a 
40-period schedule will be required. Periodic increases will consist of pay- 
ments into the fund, plus earnings on fund investments. Use of actuarial meth- 
ods contemplates increases of fixed amounts with periodic increases in earnings. 

2. A mathematical table, based on the amount of an annuity of 1 for the 
required number of periods, is constructed to show how each periodic increase 
will be divided between additional contributions or levies and earnings on 
previous investments. 

3. At the beginning of each accounting period an entry is made to record 
the required increase of assets for the period, probably differentiating between 
the sources of increase (contributions, taxes, and earnings), with a correspond- 
ing credit to an equity account which records the accumulation of required 
periodic increases. The accounts debited are in the nature of contingent assets; 
that is, they are budgetary in nature. 

4. Current transactions of the period are recorded. These include accruals 
and receipts of actual assets, purchases of investments, disbursements for in- 
terest and other expenses, if any, payment of liabilities, and other less routine 
entries. 

5. At the end of each fiscal period the temporary accounts are summarized; 
and the net gain or loss for the period, as compared with requirements for the 
period, is transferred to Fund Balance. 
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6. In the event that actual accumulation of assets after a number of periods 
has deviated materially from requirements for the same space of time, cither 
an increase or a decrease of periodic contributions should be made, depending 
upon the direction of the deviation. 

Sinking fund assets 

Sinking fund resources include both the budgetary, or contingent, 
assets and the actual assets received or accrued in the name of the fund. 
Budgetary or contingent assets consist of the claim to receive contribu- 
tions or the right to levy taxes during a period and the expectation of 
receiving income on assets already owned. These contingent assets are 
commonly described as Required Additions and Required Earnings 
(sometimes combined in a single account, Sinking Fund Requirements), 
the amount of each being based upon a previously constructed mathemati- 
cal table. From these budgetary or contingent stages, sinking fund assets 
are converted into more valid forms, such as cash contributed by other 
funds or due from other funds, taxes levied by the fund, and interest 
accrued on investments and receivables. 

Accounts of sinking funds 

Owing to the limited scope of sinking fund activities, a relatively small 
group of accounts ordinarily suffices to record sinking fund assets. Those 
titles more commonly used include the following: 

Required Additions 

Required Earnings (sometimes combined with Required Additions, under 
the tide, Sinking Fund Requirements) 

Cash 

Cash with Fiscal Agent 
Taxes Receivable 
Due from Other Funds 
Interest and Penalties Receivable 
Investments 

Accrued Interest Purchased 
Tax Liens 

The first two accounts listed are budgetary, whereas the remainder 
are of the proprietary classification. Accounts recording assets subject to 
loss in collection — such as Taxes Receivable, Interest and Penalties Re- 
ceivable, and Tax Liens — should be supplemented by valuation allowance 
accounts, such as the common Estimated Loss account. The Investments 
account may be supplemented by Premium on Investments and Discount 
on Investments, if the first-named account is used to record investments 
on the basis of par value. 

Liability transactions of sinking funds are limited in number; therefore, 
few accounts of that category are required. Ordinarily, these would not 
exceed Accrued Expenses, Accounts or Vouchers Payable, Warrants Pay- 
able, Loans Payable to Other Funds and Matured Bonds Payable. Most of 
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the foregoing account titles are of common occurrence in government 
and do- not require explanation. Loans Payable to Other Funds records 
temporary borrowing which may be required, to make investments on 
time for compliance with the sinking fund actuarial table. Matured Bonds 
Payable is a title that may be set up in the sinking fund accounts when 
maturity of the bond issue is about to occur. Use of this account is most 
advantageous when sinking fund management administers bond retire- 
ments and when actual presentation of bonds for payment is spread over a 
considerable period of time because of failure of bondholders to call for 
payment promptly after the maturity date. It is important to note an 
exception. Issuance of the bonds is not recorded in the sinking fund 
accounts, nor are the bonds shown as a liability of the fund, until the date 
of payment is near at hand and the bonds become a definite claim against 
the fund assets. 

Formerly the amount which should be in a sinking fund (actuarial- 
type) at the end of a given period was shown by the balance of an 
account called Reserve for Retirement of Sinking Fund Bonds. Deviations 
from the actuarially determined balance of that account were recorded in 
a Surplus, or Unappropriated Surplus, account. If accumulations to date 
exceeded actuarially computed requirements, the Surplus account would 
have a credit balance. A deficiency of accumulations compared with 
requirements would appear as a deficit (Surplus with a debit balance). 
The latest pronouncement of the National Committee on Governmental 
Accounting recommends combination of the reserve and surplus elements 
under Fund Balance. The balance of this account at the end of a period 
will show net assets of the fund (total assets minus total liabilities) at the 
balance sheet date, with no account to show what should be in the fund in 
terms of net assets. 

Planning sinking fund operations 

Whether or not a particular sinking fund should be operated on a 
formal appropriation basis is not subject to determination by an invariable 
rule. One point of view is that the possible range of operations of a sinking 
fund is so narrow that nothing more is required than the original authori- 
zation to establish and operate the fund to a prescribed end. On the other 
hand, it may be argued that formal authorizations should be kept on a 
year-to-year basis, in order that its affairs may be kept under close control 
by the legislative body charged with responsibility for the fund. Perhaps 
the decision whether to employ periodic formal authorizations, with their 
related budgetary accounts for appropriations and expenditures, will de- 
pend upon the dictates of law or upon the volume and variety of sinking 
fund expenditures. 

Early in the life of a sinking fund, it is necessary to construct a table of 
accumulations based upon the amount of the bond issue to be retired, the 
number of periods (quarterly, semiannual, or annual) over which it is 
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proposed to spread the accumulation, and the expected rate of return on 
investments. It is not possible to generalize as to the exact details of 
preparing an accumulation table to support the sinking fund. These will 
vary according to dates of investments in relation to receipts of contribu- 
tion and according to dates of contributions in relation to paying off the 
debt. In other words, it depends upon whether the first contribution is 
received and invested at the beginning of the contribution period and 
whether the last contribution is invested for one period or used immedi- 
ately for debt retirement. It should be noted that, at best, the accumula- 
tion schedule, although based on actuarial tables and calculations, will be 
nothing more than a systematic plan to guide sinking fund management. 
There is no widely used plan for guaranteeing that periodic contributions 
and earnings will exactly coincide with the amounts listed in the schedule 
of accumulations. Revision of the actuarial table sometimes becomes nec- 
essary. The occasions for, and method of, revision will be explained at a 
later time. 

Ordinarily, the sinking fund and the sinking fund table will cover a 
period of time approximately the same as the life of the bond issue; but this 
is not fundamentally true. The first significant date in the table is the 
beginning of the first contribution or taxation period; this may or may not 
be the date of the initial investment of sinking fund cash. The last 
significant date in the table is the end of the last earning period for 
investments or of receiving the last contribution or taxes, whichever is 
latest. The schedule of accumulation will be based upon the time between 
the first and last significant dates, divided into interest periods. In one 
respect, sinking fund operations should be spread over a long period of 
time to minimize the annual burden on taxpayers. On the other hand, the 
sooner the sinking fund bonds are liquidated, the smaller the total amount 
of interest which the taxpayers will have to pay. While a sinking fund 
may be financed directly by contributions from another fund, most of the 
ultimate cost is upon taxpayers of one kind or another. 

Accumulation schedule 

To illustrate the function of an accumulation schedule in planning and 
operating a sinking fund, let it be assumed that a governmental unit has 
issued $100,000 par value of term bonds and that the provisions of the 
flotation dictate that assets shall be accumulated for retirement by the 
sinking fund method. Further, let it be assumed that plans have been made 
to effect the accumulation in five years, with each year’s contribution 
being received at the end of the year, and, excepting the last year’s 
contribution, invested at the beginning of the next at 3 percent per 
annum. The short life of the bonds, and annual interest payments, are not 
realistic but are assumed here for saving space and time. Bonds are 
normally issued for longer periods of time (because the cost of preparing 
and issuing is too large to be borne economically for short-term debts) 
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and interest usually is paid semiannually. An annual rate of 5 percent on 
the bonds, payable annually, will be assumed. 

The sinking fund program described at the beginning of the foregoing 
paragraph represents what is commonly called an annuity: a series of 
eqitcil additions (commonly called rents) at equal intervals of time. “An- 
nuity” signifies a one-year period, but in fact the periods may be of any 
length so long as all are equal. The interest rate is a rate per period. 

Annuity tables are ordinarily based upon periodical additions (rents) 
of 1. Conversion processes enable the determination of results when a 
periodical rent other than 1 is involved. In Appendix 3, Mathematical 
Tables, four sets of information — A, B, C, D — are found. The present 
requirement is to determine what addition of money at the end of 
each year will accumulate to $100,000 in five years, if earnings at 3 
percent compound interest on additions and invested earnings can be 
obtained. Table D, Amount of Annuity, shows that an annuity of 1 
at a 3 percent rate will accumulate 5.3091358 in five periods. However, 
the required accumulation is not 5.3091358 but 100,000 so it is neces- 
sary to ascertain the periodical rent which will produce that result. 
If a periodical rent of 1 produced 5.3091358 in five years, then the rent 

. . , , . 100,000 , . , . 

(addition) required to produce 100,000 is , 3 09 135s 7 ( l uotient “ eui g 

18,835.45; for present purposes, that many dollars. 

Illustration 7-3 

TOWN OF HOLLANSBURG 
Schedule of Accumulations 


$18,835.45 at the Ends of 5 Consecutive Periods 


at 3 Percent Compound Interest 

Total at End of 

Period Required Addition Required Earnings Period 


1 $18,835.45 -0- $18,835.45 

2 18,835.45 $ 565.06 38,235.96 

3 18,835.45 1,147.08 58,218.49 

4 18,835.45 1,746.55 78,800.49 

5 18,835.45* * 2,364.01 99,999.95* 


* The deficiency of $0.05 below the required $100,000 is the cumulative effect of dropping 
decimals at several places. The fifth rent should be increased to $18,835.50 to produce an 
accumulation of exactly $100,000. 


Illustrative entries 

Thus far discussion and illustration of sinking fund affairs has related 
only to provisions for payment of the principal of a debt. If interest is to 
be paid from the sinking fund, each period’s contribution to the fund will 
have to be large enough to cover the sinking fund addition for that period 
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plus interest on the sinking fund bonds. In this illustration $5,000 
($100,000 X 5 percent) interest will be required each year, making a 
required annual payment into the fund in the amount of S23, 835.45. 

The following illustrative entries for the town of Hollansburg, con- 
forming exactly to the actuarial schedule of requirements, and annual 
interest payments, relate to Illustration 7-3: 


Current Entries , First Period 

Required Additions 23,835.45 

Appropriations 

Fund Balance 

To record fund budget for first year. (The only expendi- 
ture to be made during the year and, therefore, the only 
appropriation required is for interest and other expendi- 
ture if any other were foreseen.) 


Cash 23,835.45 

Revenues 23,835.45 


To record receipt of first period’s required sinking fund 
contribution and interest payment. 


5,000.00 

18,835.45 


Expenditures 5,000.00 

Cash 

To record payment of annual interest on bonds payable. 

Closing Entry , End of First Period 

Appropriations 5,000.00 

Revenues 23,835.45 

Expenditures 

Required Additions 

To close nominal accounts. 

Current Entries , Second Period 


Required Additions 23,835.45 

Required Earnings 565.06 


Appropriations 

Fund Balance 

To record fund budget for second year. 


5,000.00 


5,000.00 

23,835.45 


5,000.00 

19,400.51 


Investments 18,835.45 

Cash 18,835.45 


To record investment of first period contribution. (In 
an ordinary annuity it is assumed that each periodical 
contribution is received at the end of the period and in- 
vested immediately at the beginning of the next.) 


Cash 23,835.45 

Revenues 23,835.45 


To record receipt of second period’s required sinking 
fund and interest payment cash. (Payment of these two 
items probably would not be received simultaneously. 
$18,835.45 is not due until the end of the period.) 


Expenditures 5,000.00 

Cash 5,000.00 

To record payment of annual interest on bonds payable. 

Cash 565.06 

Earnings 565.06 


To record receipt of earnings on sinking fund invest- 
ments during second period. 
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Closing Entries, End of Second Period 


Appropriations 5,000.00 

Revenues 2 3 ,8 3 5.45 

Earnings 565.06 


Expenditures 

Required Additions 

Required Earnings 

To close nominal accounts. 

Current Entries , Third Period 


Required Additions 23,835.45 

Required Earnings 1,147.08 


Appropriations 

Fund Balance 

To record fund budget for third year. 


5,000.00 

23,835.45 

565.06 


5,000.00 

19,982.53 


Investments 19,400.51 

Cash 19,400.51 


To record investments of second period contribution and 
interest cash. 


Other current entries and the closing entries for the third period will 
follow the pattern of similar entries for the second period. 

For the fifth period, additional entries will be required: to record (1) 
maturity of 5100,000 par value of bonds to be liquidated by the fund, (2) 
the conversion of investments into cash for payment of the bond, and (3) 
payment of the bonds. When current and closing entries for the fifth year 
have been journalized, the fund will have passed out of existence. 

At the end of the fourth year, after closing, the trial balance of this 
debt service fund would be as follows (heading omitted): 


Debit Credit 

Cash $20,582.00 

Investments 58,218.49 

Fund balance $78,800.49 

$78,800.49 S78, 800.49 


Amounts in the trial balance are derived as follows: 

1. Cash consists of the fourth period addition ($18,835.45) plus fourth 
period earnings ($1,746.55), neither of which is assumed to be invested until 
the beginning of the fifth period. 

2. Investments consists of all additions and earning through the third 
period because the actuarial schedule assumes the totals of these elements have 
been invested at the beginning of the fourth year. 


Current Entries, Fifth Period 


Required Additions 23,835.50 

Required Earnings 2,364.01 

Fund Balance 100,000.00 


Appropriations 
Fund Balance. . 


105,000.00 

21,199.51 
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Composition of the budgetary entry is as follows: 

1. The required addition is the sum of $5,000 required for interest payment 
and the required contribution for the fifth period, which has been increased 
from $18,835.45 to SI 8, 835.50 to compensate for decimals dropped. 

2. The amount credited to Fund Balance is the hypothetical increase for 
the fifth year, the sum of required addition and required earnings. 

3. The $100,000 debit to Fund Balance is the amount of that account’s 
balance, after being increased by the current year’s addition and current year’s 
required earnings. It represents the amount appropriated to pay the bond 
principal to mature in the fifth period. 

4. The appropriations total is the sum of the amount of interest to be paid 
during the year and the principal to be paid at the end of the year. 


Investments 20,582.00 

Cash 20,582.00 

To record investment of cash on hand at end of the 
fourth period. 

Cash 23,835.50 

Revenues 23,835.50 


To record receipt of the fifth period’s required sinking 
fund contribution and interest payment cash. (The 
sinking fund contribution is received at the end of the 
fifth period and is not invested.) 

Expenditures 5,000.00 

Interest Payable 5,000.00 

To record liability for fifth year’s interest on bond 
issue. 


Cash 2,364.01 

Earnings 2,364.01 

To record receipt of interest earnings for fifth period. 

Expenditures 100,000.00 

Matured Bonds Payable 100,000.00 

To record liability for payment of bond issue. 


It is informative to contemplate a statement of the sinking fund’s 
financial condition (balance sheet) following the last of these entries. At 
that stage all that remains to be done is to sell the investments and 
liquidate the bond liability. Fund Balance has been reduced to 0. This can 
be demonstrated by starting with the fund balance at the end of the 
fourth period ($78,800.49), adding the fifth period revenues ($23,835.50) 
and earnings ($2,364.01) and subtracting fifth period expenditures 
(S5, 000 + $100,000): ($78,800.49 + $23,835.50 + $2,364.01) minus 

(S5,000 + $100,000) = 0. 

Extinction of the fund is accomplished through the medium of the 
transactions and entries which follow. 
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Cash 78,800.49 

Investments 78,800.49 

To record sale of all investments. (Selling such a large 
amount of investments at exactly what they cost is 
highly improbable.) 

Matured Bonds Payable 

Interest Payable 

Cash 

To record payment of bond principal and interest 


100,000.00 

5,000.00 

105,000.00 


At this stage the only accounts open (showing balances) are the year’s 
budgetary accounts, and Revenues, and Expenditures. The fifth year’s 
closing entry, after which this debt service fund’s accounts will be closed, 
is as follows: 


Appropriations 

Revenues 

Earnings 

Required Additions 
Required Earnings. 
Expenditures 


105,000.00 

23,835.50 

2,364.01 


23,835.50 

2,364.01 

305,000.00 


Three observations appear to be in order to supplement the foregoing 
illustrations: 

1. Financial operations of a sinking fund may be administered by a bank 
or other fiscal agent outside the governmental unit to which the fund pertains. 
Periodical cost of such services should be debited to Expenditures. 

2. Increases in investments are not exclusively from the payment of cash 
but can come from amortization of discount on bonds which were acquired 
at less than par value. Corporate stock is undesirable for sinking fund use 
because the market value of stock owned might be depressed when the bonds 
mature. 

3. Interest earning on investments may not be received in cash but realized 
in the form of an addition to the value of the investment, as for savings ac- 
counts and certain kinds of U.S. government bonds. 

More advanced Illustration 

To illustrate other kinds of statements in addition to a balance sheet, it 
will be assumed that city of Y Sewer Bonds Debt Service Fund had the 
following after-closing trial balance (heading omitted) at December 31, 
1968: 


Debit Credit 

Cash $ 125.00 

Cash with fiscal agent 500.00 

Accrued interest receivable 320.00 

Investments with fiscal agent 85,050.00 

Taxes receivable — delinquent 1,300.00 

Estimated uncollectible taxes — delinquent 5 120.00 

Fund balance (actuarial requirement: 588,607.73) 8 7,175.00 

$87,295.00 $87,295X10 
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The following information is provided about the financial affairs of the 
fund during the next six months: 

1. Requirements for the six months ending June 30, 1969: addition, $9,324.57; 
earnings, $1,329.12; appropriation for interest expense, $5,000. (Actuarial 
requirement, June 30, 1969, S94,261.42.) 

2. Taxes levied: $9,700; estimated uncollectibles, $300. 

3. Tax collections: current, $7,450; delinquent, $630. 

4. Cash transferred to fiscal agent, $3,000. 

5. Collection of income by fiscal agent: $1,685, including amount accrued at 
beginning of period. 

6. Interest expense paid, $5,000. 

7. Agent’s report of investments purchased: $4,800. 

8. Loss reported by agent in rearranging investment portfolio: $140. 

9. Commission allowed to fiscal agent, from cash held by him: $300. 

10. Accrued interest reported by agent at June 30, 1969: $360. 

The fund trial balance (heading omitted) at June 30, 1969, would 
appear as follows: 


Cash 

Cash with fiscal agent 

Accrued interest receivable 

Investments with fiscal agent 

Taxes receivable — current 

Estimated uncollectible taxes- — current . . . 

Taxes receivable — delinquent 

Estimated uncollectible taxes — delinquent 

Fund balance 

Required additions 

Required earnings 

Appropriations 

Revenue 

Earnings 

Interest expense 

Loss on investments 

Commission to fiscal agent 


Debit 

Credit 

S 205.00 


85.00 

1 60.00 


89,710.00 


2,250.00 

S 300.00 

670.00 

120.00 


92.82S.69 

9,324.57 

1,329.12 

5,000.00 

9.400.00 

1.725.00 

5,000.00 


140.00 

300.00 


SI09.573.69 

S109.373.69 


The last two items in the above trial balance could have been recorded as 
debits to Earnings, but to list them individually produces a more informa- 
tive statement of operations. 

Making closing entries would refine the trial balance to its most con- 
venient form for preparation of a balance sheet, but to show another 
balance sheet xvould be unproductively repetitious. 

Other sinking fund statements 

Two other statements of value in sinking fund management are: 

L Statement of cash receipts and disbursements (Illustration 7—4). 

2. Statement of revenues, expenditures, and fund balance (Illustration 7—5). 
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The general structure of these statements will be illustrated by employ- 
ment of information included in the June 30, 1969 trial balance. 

Illustration 7-4 

CITY OF Y 

Sewer Bond Debt Service Fund 
Statement of Cash Receipts and Disbursements 
Six Months Ended June 30, 1969 


Cash balance, December 31, 1968 $ 125.00 

Receipts: 

Tax collections — current 57,450.00 

Tax collections — delinquent 630.00 

Total receipts 8,080.00 

Total beginning balance and receipts $8,205.00 

Disbursements : 

Interest expense on bonds 55,000.00 

Transferred to fiscal agent 3,000.00 

Total disbursements $8,000.00 

Cash balance, June 30, 1969 5 205.00 


A statement of similar form and content should be submitted by the fiscal 
agent, along with a statement of changes in the investments held for the 
fund. 


Illustration 7-5 


CITY OF Y 


Sewer Bond Debt Service Fund 
Statement of Revenues, Expenditures, and Fund Balance 
Six Months Ended June 30, 1969 


Revenues : 

Taxes 

Interest earnings 

Total revenues 

Expenditures : 

Interest expense $5,000.00 

Loss on investments 140.00 

Commission to fiscal agent 300.00 

Total expenditures 


Excess of revenues over expenditures 

Fund balance, December 31, 1968 

Fund balance, June 30, 1969 

Actuarial requirements, June 30, 1969 

Deficiency of fund balance compared with actuarial 
requirement 


$ 9,400.00 
1,725.00 


511,125.00 


5.440.00 
5 5,685.00 
87,175.00 
$92,860.00 
94,261.42 



Some special transactions of sinking funds 

Improper management of sinking funds, unexpected deficiencies of 
sinking fund revenues compared with costs, defaults of sinking f un ^ 



7 — Debt service funds 1 75 


investments, and possibly other factors, may retard the fund in accumulat- 
ing the amount required to pay a debt at maturity. Two kinds of remedv 
are available: 

1. If a sizable deficiency ~ develops several periods before maturity of the 
related debt, the fund may be revised to call for larger periodical additions 
and greater earnings on investments. 

2. If the prospective deficiency is of relatively minor size, it may be 
supplied by a contribution from another fund. This method, if at all applicable, 
is recommended for its simplicity. 

Revision of an actuarial schedule is somewhat complicated and will be 
explained later in this chapter. For the interfund contribution the follow- 
ing simple entry, amount of deficiency assumed, will suffice: 

Cash 8,000.00 

Fund Balance 8,000.00 

To record contribution from general fund to eliminate 
sinking fund deficiency. 


To avoid possible losses from fluctuation of market price, sinking fund 
investments should be confined to well-seasoned debt instruments, which 
virtually means high-grade bonds. It is infrequent for even the best of 
bonds to be selling at exactly par value, so that in most cases they are 
acquired at more or less than par value. As they approach maturity their 
market value tends to approach par value, the amount which will be 
received by the holder of the bond at maturity. If 510,000 par value of 
bonds were purchased for 59,600 at a date eight years before maturity, the 
annual amount of approach toward maturity value (using straight-line 
amortization) would be an earning of 550, to be recorded as follows: 

Investments 50.00 

Earnings 50.00 

To record increase in carrying value of bonds held as invest- 
ments. 


If the bonds had been purchased for 510,400 eight years before maturity, 
the annual approach towards maturity value would be an offset against the 
fund’s income from interest, to be recorded as follows: 


Earnings 50.00 

Investments 50.00 

To record decrease in carrying value of bonds held as invest- 
ments. 


Accounting for investments may be much more sophisticated than indi- 
cated by the preceding discussion and entries. A more detailed discussion 



176 Governmental accounting 


of accounting for investments and the earnings therefrom will be found in 
Chapter 8. 

A common and very prudent practice in management of sinking fund 
investments is the purchase of bonds for which a given fund has been 
established. Thus, if a sinking fund has been established for retirement of 
the City of Y’s sewer bonds, management of the fund may purchase some 
of the sewer bonds, if available, from sinking fund cash. This policy may 
possibly bring a twofold gain: 

1. The interest rate on the sewer bonds may be higher than that on the 
high grade securities normally acquired for sinking fund investments. 

2. To the extent of the purchase, risk of loss from default on principal and 
interest payments is eliminated. If the bonds and interest are defaulted as 
sinking fund assets, it is because the governmental unit has defaulted them as 
liabilities, the one canceling the other. 

Prior to 1968 the generally 7 recognized rule was that a bond or other debt 
of a governmental unit, acquired by the sinking fund for retirement of the 
debt, should be kept alive in the sinking fund, to avoid disturbance of the 
actuarial schedule due to having its principal and interest requirements 
reduced. In 1968 the National Committee on Governmental Accounting 
revealed a change of position on the matter and now advocates that bonds 
acquired by 7 the sinking fund established to liquidate them should be 
removed from the sinking fund by an entry 7 such as the following (amount 
assumed): 


Fund Balance 9,800.00 

Investments 

To record retirement of bonds held by sinking fund. 


9,800.00 


Combinations of debt service funds 

All of the preceding discussion has been in terms of a single debt 
service fund. Actually, a governmental unit may 7 have a number of them. 
If the number exceeds four or five, or if the law so requires, each fund 
probably 7 should be accounted for individually, as described and illus- 
trated above. However, beneficial combination of the funds may be 
practiced in the preparation of financial statements, by 7 use of a separate 
column for the account balances of each fund, with a total column to 
include the total of each item for all funds, as shown below: 

CITY OF Y 

Debt Service Funds 
Combined Balance Sheet 
June 30, 1969 

Assets Total Refunding Fire Station Sevier Others 

£29,000 $2,500 £4,500 $6,000 $16,000 


Cash 
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Use of the above arrangement has definite limitations if the governmen- 
tal unit has a large number of debt service funds. A compromise form 
would consist of a single balance sheet showing item totals for all funds, 
with supporting schedules detailing each fund’s share in each item. Separa- 
tion of fund accounts does not compel separation of assets by funds. If not 
forbidden by law, assets may be pooled for all funds, with exact rules for 
ascertaining each fund’s equity in each kind of asset. Thus, cash of all debt 
service funds may be kept in one bank account, and one investment 
portfolio may serve for all. Subsidiary ledgers may be utilized advanta- 
geously in connection with such an arrangement. 

If the number of debt service fund bond issues does not exceed three or 
four at one time, merger of debt service fund accounting may go even 
further than explained above. There may be no segregation of accounts 
among individual funds but only a statement of each fund’s requirements 
at a given time. This means that the only classification by funds will be 
done in the fund balance section of the balance sheet; and even there, the 
segregation will be based not upon ledger accounts but on the records for 
the individual funds represented. With one exception, fund identity will 
be ignored in the ledger accounts. This exception is Matured Bonds 
Payable, which, when recorded in the ledger, should be shown as pertain- 
ing to a specific issue, with a title such as Matured Bonds Payable — Com- 
munity Center. The simple balance sheet in Illustration 7-6 shows the 
effect of the plan discussed above. 

In the debt service fund group of ledger accounts, the Fund Balance 
account will show a balance of $190,800; the analysis shown in the balance 


Illustration 7-6 


CITY OF Y 

Debt Service Fund 
Balance Sheet 
June 30, 1969 

Assets 

Cash S 1,600 

Taxes receivable $ 20,000 

Less: Estimated uncollectible taxes 800 19,200 

Investments 250,000 

Total Assets $270,800 

Liabilities and Fund Balances 

Liabilities: 

Matured bonds payable — Community Center S 80,000 

Fund balances: 

Refunding S 20,000 

Fire Station 60,000 

Sewer 1 10,800 

Total fund balances 190,800 

Total Liabilities and Fund Balances $270,800 
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sheet in Illustration 7-6 is derived from individual records for each issue 
of bonds. 

Revision of sinking fund schedule 

In all of the preceding discussion and illustrations, variations between 
required increases and actual increases of assets have been of relatively 
small amount, the total of which might be compensated at maturity of the 
bonds by a contribution from some other fund. If variations between 
calculated and actual increases are large in amount, the situation would 
seem to call for a thoroughgoing revision of the sinking fund table as well 
as adjustment of periodic contributions, from whatever source obtained. 
In preparing a revised sinking fund schedule, two separate factors will 
have to be taken into account, as follows: 

1. Present accumulation of assets in the fund, plus earnings on that amount 
until the end of the sinking fund period. 

2. Subsequent contributions to or taxes for the fund, plus earnings thereupon 
until the end of the sinking fund period. 

Having ascertained the value of item 1, the difference between the 
amount of bonds to be retired and the value of item 1 will be the amount 
to be provided by item 2. This amount will be the basis of a new schedule 
of accumulation. Periodic earnings under the revised plan will be the sum 
of (1) the earnings on contributions under the new plan, plus (2) earnings 
on assets which had been accumulated under the original plan. If accumu- 
lation of assets has been running ahead of requirements according to the 
schedule because of unexpectedly favorable earnings, the logical adjust- 
ment is reduction of periodic contributions; on the other hand, if a deficit 
has arisen because of actual earnings falling short of expectations, an 
increase in the amount of periodic contributions would be in order, since 
it is not easy to bring about a material increase in the earning power of 
investments. 

Taking as an example a fund in arrears, let it be assumed that at a given 
date — say, 10 periods before the scheduled completion of the sinking fund 
— the following relationship exists: 


Actuarial requirements to date, per accumulation table 5127,872 

Fund balance at present date 113,481 

Deficiency of accumulation 14,391 


The amount of deficiency has no direct part in the computations which 
follow. 

Further, let it be assumed that the total accumulation scheduled for the 
fund is $300,000. These figures mean that net assets accumulated in the 
fund equal $113,481 and that $186,519 ($300,000 minus $113,481) must be 
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added during the next 10 periods. This addition will be accomplished in 
two ways, as follows: 

1. By compound interest on the net amount now in the fund. 

2. By 10 equal contributions or rents, at compound interest. 

Stated otherwise, the $300,000 will be accumulated in two ways, as 
follows: 

1. By the compound amount of $113,481 for 10 periods. 

2. By 10 equal contributions or rents, at compound interest. 

The contribution of item 1 in accumulating $300,000 may be computed as 
follows, employing round dollars to economize on time: 

Item 1: 

a) Amount in fund at time of calculation: $113,481 

b) Number of periods to completion of schedule: 10 

c) Assumed rate of return for compounding: 2 percent 

d) Compound amount of 1 for 10 periods at 2 percent: 1.21899442 
(Appendix 3, Table C) 

e) Compound amount of SI 13,481 for 10 periods at 2 percent = $113,481 
times 1.21899442 = SI 38,3 3 3 

If the amount presently in the fund would accumulate to $138,333 in 10 
years, the amount to be supplied by additional contributions and earnings 
thereon would be $300,000 minus $138,333, or $161,667, or the amount 
carried to item 2. 

The contribution of item 2 in accumulating the $300,000 may be 
computed as follows: 

Item 2: 

a ) Amount required to be accumulated through this item: $161,667 

b ) Amount to which periodical contributions of 1, compounded period- 
ically at 2 percent would amount in 10 periods: 10.9497210 (Appendix 
3, Table D) 

If periodic contributions of 1 will accumulate to 10.9497210, then the 
periodic contribution required to accumulate to $161,667 is — , or 
$14,764 in round dollars. 

The process embodied in item 1 is the same as putting a given amount 
in a savings account and leaving it for 10 periods, compounded at 2 
percent per period. The process embodied in item 2 is the same as putting 
a given amount in a savings account at the end of each of 10 periods, to be 
compounded at 2 percent per period. The table cited for item 2 is for the 
amount of an ordinary annuity 7 , in which process each contribution is 
made at the end of the period. Both items 1 and 2 could be calculated by 
ordinary arithmetic but the actuarial tables give information in precalcu- 
lated form. The table in Illustration 7-7 demonstrates the plan of the 
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Illustration 7-7 


Required Required Fund Balance — 
Period Contribution Earnings End of Period 


1 S 14,764 $2,270 $130,515 

2 14,764 2,610 147,889 

3 14,764 2,958 165,611 

T 312 183,687 

ToT^^TT^TrTTTT ~^57?93 300^000 


refinancing program; how the plan is actually operated is the responsibil- 
ity of the debt service fund management. Execution of the plan practi- 
cally demands revamping of the supporting contribution or taxation pro- 
gram because a greatly increased flow of earnings without additional 
investment is not easily achieved. 

The table shown in Illustration 7-7 demonstrates the planned results of 
the financial reorganization of the fund. The following points are note- 
worthy: 

1. This is a partial accumulation table for the last 10 years. 

2. Although the debt service fund had net assets (fund balance) of only 
$113,481 at the moment of conversion from the former to the present 
schedule, it would have, according to the new schedule, net assets (fund 
balance) of $130,515 at the end of the first period. This would evolve as 
follows, according to the schedule: 


a) In the fund at the beginning of the first period (from item l,p. 179) $113,481 

b) Earnings on beginning balance at 2 percent 2,270 

c) Contribution under the new schedule at the end of the first period 

(from item 2, p. 179) 14,764 

Planned accumulation, end of first period $130,515 


The table does not represent a bona fide ordinary annuity table because it 
had earning power ($113,481) during the first period. After the first 
period it operates as an ordinary annuity, that is, with periodic rents 
(additions) at the ends of the periods. 

Present status of debt retirement funds 

A survey of the governmental finance field reveals that retirement fund 
bonds are on the decline at least percentagewise. Possible reasons for this 
are the following: 

1. Quite frequently in the past, governmental debt retirement funds have 
been improperly administered, with the result that bond issues have at times 
matured without the sinking fund having been built up to provide means for 
payment. Governmental officials are always reluctant to levy any more taxes 
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than absolutely necessary, especially to pay for a benefit already received; 
consequently, sinking fund contributions often have not been enforced. 

2. The cost of administering a sinking fund may add materially to the cost 
of the debt. 

3. In periods of low interest rates, it is difficult to find acceptable invest- 
ments which provide any considerable margin over the cost of operating the 
fund, so there will be only small earnings to be added to investments. 

4. Serial bonds spread the burden of debt over the life of the issue, al- 
though not as evenly as do sinking fund bonds; and they avoid the manage- 
ment problems and costs attached to sinking funds. 

Although actuarial-type sinking funds for bond retirement are dimin- 
ishing in importance, the underlying principles of actuarial planning and 
accumulation have become of prime importance in the area of pension and 
retirement funds. Such funds are special forms of trusts. Accounting for 
trust funds is explained in the next chapter. 
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QUESTIONS 

1. Term bonds to be retired by a debt service fund are recorded in the fund 
during the period of liquidation. 'Why are they not recorded in the fund 
during the other periods of its life? 

2. It is conceivable that a normal debt service fund for an issue of serial 
bonds might be financially nonexistent at the ends of some fiscal periods 
during its total life, Le., have no assets or liabilities and, necessarily, no 
fund balance. How can such a thing come about without irregularity? 

3. Considering the cost of fiscal agents’ fees and commissions, what reason 
can there be for debt service fund investments to be managed by inde- 
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pendent agencies, as compared with management by the governmental 
trait’s own employees? 

4. This chapter makes no mention of comparison of periodic statements for 
debt service funds. Does this appear to be an organic omission or is there 
a positive reason for it’ 

5. One argument advanced in favor of financing with term bonds secured 
by some sort of a sinking fund is that earnings on investments held by the 
debt fund will reduce the amount of support required from other sources. 
What is your opinion of the validity of this argument? 

6. It is said that a sinking fund accumulation schedule for a debt sendee 
fund is virtually a budget for the entire life of the fund, excepting re- 
quirements for interest payments. Explain this statement. 

7. In an ordinary annuity for 10 periods, for how many periods does the first 
contribution (rent) theoretically earn interest? The last? 

8. With respect to Illustration 7-7 it may be said that the first period entries 
do not qualify as part of an ordinary- annuity. Why not? 

9. A municipality, desiring to maximize earnings on its debt service fund 
investments, acquired an amount of preferred stock of good quality. 
Comment on the wisdom of this action. 

10. A southern city operates a large-scale actuarial-type debt sendee fund 
which is financed largely by vending machine licenses, various kinds of 
fees, and a variable amount from the general fund. Why does the general 
fund contribution need to be variable? 

PROBLEMS 

1. In 1968 the town board of Sullivan voted to refund an issue of 5 Vi 
percent general bonds scheduled for lump-sum maturity on January 1, 1969. 
Par value of the outstanding issue was $600,000. 

Necessary legal steps were taken and a new issue, of the same amount 
was formally approved. The bonds were sold in 1968, to be dated Janu- 
ary 7 1, 1969, at 98%. The deficiency- of money 7 required for retiring the 
refunded issue was supplied by r a general fund contribution. 

The old issue was recorded as a liability 7 of the 5Vz percent Bonds Debt 
Service Fund on January 7 2, 1969. From time to time, bonds were received 
for payment, until all but $20,000 had been received and paid by 7 the end 
of 1969. At that time $20,000 cash, with all pertinent information available, 
was sent to a trust fund for custody 7 until called for or subsequent transfer 
to the general fund at the end of 10 years. 

You are required to do the following things, with no formal budget: 

a) Record the old bond issue in the 514 Percent Bonds Debt Service Fund. 

b) Record revenue from sale of the new issue of bonds. 

c ) Record the general fund’s contribution. 

d) Record retirement of the bonds presented for payment. 

e ) Make the required entry for the $20,000 of bonds. 

f ) Closing entry 7 is not required. 

2. The city of Portsmouth issued, in 1949, $500,000 of 414 percent term 
bonds, scheduled to mature July 1, 1969. Early in 1968 only $ 100,000 had 
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been accumulated to apply on retirement of the bonds so a proposal was 
made to refund the remainder with 5 percent serial bonds, to mature at 
the rate of $25,000 every two years, beginning June 30, 1971. Enough 
bondholders accepted the proposal to make it feasible and the budget for 
the fiscal year ending June 30, 1969 was set up to pay all of that year's 
interest and $100,000 to bondholders. The $100,000 represented by the fund 
balance was in an interest-bearing cash account. 

The following transactions occurred in the term bonds debt service fund 
during fiscal 1969: 

(1) Complying with rules of the fund a formal budget was recorded for the year. 

(2) During the year the general fund supplied enough cash revenue to pay all interest. 

(3) The 5100,000 of bonds were recorded as liabilities. 

(4) Interest for the year and the bond liability were paid. 

(5) All remaining open accounts were closed. 


The following transactions occurred in the serial bonds debt service 
fund which is not required to prepare a formal annual budget: 

Year ending June 30, 1970: 

(1) The amount to be contributed by the general fund for fiscal 1970 interest and half of 
the 1971 maturity of bonds was recorded as revenue. 

(2) The amount due from the general fund was received. 

(3) The amount received for the 1970 serial payment was invested, the interest to be paid 
directly to the general fund. 

(4) Fiscal 1970 interest was paid. 

(5) The necessary closing entries were made. 


Year ending June 30, 1971: 

(1) The amount to be contributed by the general fund was recorded. 

(2) The investments were sold at a gain of 5100 which was paid directly to the general 
fund. 

(3) The total amount to be paid from the fund during fiscal 1971 was recorded in the 
proper liability accounts. 

(4) The general funds contribution was received. 

(5) Liabilities of the fund were paid. 

(6) The necessary closing entries were made. 


You are required to do the following things: 

a) Make the necessary entries for the term bonds debt service fund. Ex- 
planations may be omitted. 

b) State why $400,000 of the term bonds were not recorded in the term 
bonds debt service fund. 

c) Make entries in separate groups for transactions of the years ending 
June 30, 1970 and 1971. Explanations may be omitted. 

d) State why budgetary entries were not important enough to be required. 

e) State what the financial condition of the fund was after closing at 
June 30, 1971, and give the reason. 

f) State the amount of contribution required from the general fund in 
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the year ending June 30, 1972, following the pattern of the two pre- 
ceding years. 

3. On June 30, 1961, the city of Ashland issued $800,000 par value of gen- 
eral improvement serial bonds, paying 5 percent per annum, to be called 
in blocks of $100,000 each every two years, beginning June 30, 1963. To 
extinguish the debt a special tax levy was authorized. At June 30, 1968, 
the fund had the following trial balance (heading omitted): 


Debit Credit 

Cash $16,000 

Taxes receivable 24,000 

Estimated uncollectible taxes $13,000 

Investments (cost) 54,000 

Accrued expenses 1,200 

Fund balance 79,800 


$94,000 $94,000 


During the fiscal year ending June 30, 1969, the following transactions 
occurred: 

(1) For fiscal year 1969 the city council approved for the fund a budget consisting of 
estimated revenues of $75,000 and appropriations of $128,000. 

(2) A tax levy of $40,000, with estimated losses of $3,000, was approved. 

(3) A grant approved by an agency of the federal government in the amount of $35,000 
was recorded as due. 

(4) Tax collections during the year totaled $36,000, and $2,000 of taxes were written 
off as uncollectible. 

(5) Earnings on investments amounted to $2,500 and were received in cash. 

(6) The year’s requirements for payment of principal and interest were recorded. 

(7) Miscellaneous expenses were paid during the year in the amount of $3,000, which 
included the amount accrued at the end of fiscal 1968. 

(8) The amount due from the federal government was received. 

(9) Investments which had been purchased at a cost of $51,000 were sold at a loss ol 
$200 (Expenditures). 

(10) Bond and interest payments for the year were made. 

(11) Closing entries were made. 


\ou are required to do the following things: 

a) Prepare a schedule beginning with fiscal year 1962 and extending 
through fiscal 1970, showing the bond principal outstanding during the 
year and the amount of interest required for each year. 

b) Record the June 30, 1968 trial balance and the transactions for fiscal 
1969. Transactions may be recorded by journal entries posted to ledger 
accounts, by direct posting of transactions to ledger accounts, or by use 
of a worksheet. If a worksheet is used, five lines should be provided 
for cash, three each for revenues and expenditures, and two each for 
taxes receivable and estimated uncollectible taxes. 

c) Show in some form a before-closing trial balance for June 30, 1969. 

d) State why the bonds still unpaid at June 30, 1969 are not included in 
the general improvement serial bonds debt service fund. 
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4. On January 1, 1969, the town of Montgomery issued $600,000 par value 
of 20-year 5 percent term bonds to finance a program of general improve- 
ments. It was decided to establish a nonactuarial-typc sinking fund to 
liquidate the debt at maturity. 

The following specifications were established: 

(1) The fund was to be designated “20-ycar Bonds Service Fund.” 

(2) The accumulation schedule was to be constructed on the straight-line basis with 
annual required additions of S53.000 and required earnings of $7,000, even though 
actual earnings would be much less than S7,G00 for several years. 

(3) Payments to the fund for the first several years would be at the rate of SJ3,000 per 
annum. 

(4) When the fund balance became equal to the number of years multiplied by S 30,000, 
annual excess of earnings over $7,000 were to be classified as additions and the 
general fund’s annual contribution reduced accordingly. 

(5) The general fund addition was due at the beginning of each year. 


Transactions for 1969 were as follows: 


(1) The annual budget for 1969 was recorded. 

(2) $23,000 of the year’s required addition was received from the general fund. 

(3) Bonds having a par value of $22,000 were purchased at a cost of $21,500, which in- 
cluded $100 accrued interest (debit Accrued Interest Purchased.) 

(4) Money for paying six months’ interest on the bonds was received from the general 
fund. 

(5) Six months’ bond interest was paid. 

(6) Interest received on investments during the year amounted to $1,100, which in- 
cluded the amount purchased. 

(7) Additional investments of a par value of $1,100 were purchased at a cost of $1,050. 

(8) The remainder of the year's interest requirement was received. 

(9) Checks for the second six months’ interest were issued on the last day of the year. 

(10) The amount of discount on investments to be amortized for the year was computed 

at $40 and this was recorded. 


You are required to do the following things: 

a) Record by journal entries and posting, or by direct posting from 
transactions, the financial activities of the 20-year Bond Debt Service 
Fund during 1969. 

b) Prepare a before-closing trial balance. 

c) Make a journal entry for closing the necessary accounts at the end 
of 1969. 

d) After the fund had accumulated to the number of years multiplied by 
S30,000, earnings in excess of $7,000 were to be applied to reduce the 
required addition. What is the significance of the number of years 
multiplied by $30,000? Why, after that, can the excess of earnings 
over $7,000 be used to reduce the amount of required contribution? 

e) State the theoretical inferiority' of this kind of a sinking fund com- 
pared with the actuarial-type fund. 

5. a) A municipality plans to provide for retirement of S 200,000 of term 
bonds by annual additions to an accumulation fund. There will be 10 
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years in which to accomplish the plan and it is estimated that a net of 
3 percent per annum can be realized. To determine the annual rent 
required it is necessary to know the amount of an annuity of 1 for 10 
periods at 3 percent per period. Contributions to the fund will be 
made at the end of each period. 

Show by simple arithmetic the amount of an annuity of 1 for three 
periods at 3 percent. 

h) An alternative to periodical rents would be the investment of a single 
amount at the beginning of the first year, expecting it to accumulate 
to the required amount at the end of 10 years. 

Show by simple arithmetic the amount to which an investment of 1 
would accumulate in three years if made at the beginning of the first 
year, with interest at 3 percent. 

c) Table D in Appendix 3 shows the amount of an annuity of 1 for 10 
periods at 3 percent to be 11.4638793. How much of that amount is 
earnings? 

d) Rounding the above amount to 11.46, compute the amount of periodical 
contribution (rent) required to accumulate to $200,000 at 3 percent in 
10 years. 

e) Table C in Appendix 3 shows that at 3 percent, a contribution of 1 
would accumulate to 1.34391638 at the end of 10 periods. Rounding 
that amount to 1.34, how much of an investment would be required 
to accumulate to $200,000 at the end of 10 periods? 

6. An audit of the accounts of the city of Bellvue for the year ended De- 
cember 31, 1968, revealed the following significant information about the 
City Hall Bonds Service Fund which had been in operation for some 
years: 


Required balance, this date, per actuarial schedule $673,429 

Fund balance 625,742 

Deficiency 47,687 


The fund had been established to accumulate $900,000 for retirement of 
term bonds scheduled to mature on January 1, 1974. Since the deficiency 
had been steadily increasing, the city administration decided to set up a 
new schedule and program for the remaining five years. The major 
changes made were: 

(1) Reduction of interest rare for earnings from 5 percent per annum to 4 percent per 
annum, compounded annually. 

(2) Increase in periodical contribution (amount to be determined by student). 

The following actuarial information is given: 


(3) Amount of 1 for five periods at 4 percent is 1.21665290 (round to 1.217)'. 

(4) Amount of an annuity of 1 for five periods at 4 percent is 5.4163226 (round to 5.416). 

You are required to do the following things: 

a) Calculate how much of the $900,000 will be provided by the present 
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balance if it earns at the rate of 4 percent compounded annually for 
the next five years. 

b) Determine how much of the $900,000 will have to be supplied by 
contributions and earnings during the next five years. 

c) Calculate the amount of annual contribution which will be required 
during the next five years, compounded at 4 percent per year, to pro- 
duce the amount calculated in (2) above. 

d) Prepare an accumulation schedule based on Illustration 7-7 for the 
revised plan. Because of dropping decimals, the contribution at the 
end of the last period will have to be adjusted to produce a total of 
exactly $900,000. 

e ) Remembering that the fund had been in operation for some time, make 
the budgetary entry for the first period of the revised program. 

CONTINUOUS PROBLEM* 

7-L. The city of Bingham created a College Bond Debt Service Fund to be 
used to retire the bonds issued to pay for the construction of the I. L. 
Grimes Junior College (see Problem 6-L), and to pay the interest on 
these bonds. 

You are required to: 

a) Open a general journal for the College Bond Debt Sendee Fund 
and record the transactions below, as necessary. Use account titles 
illustrated in Chapter 7. 

(1) The budget for the year was legally adopted. The budget provided estimated 
revenues equal to the appropriations for one year’s interest on the college 
bonds and the redemption of the first block of bonds (see Problem 6-L for 
data concerning the bonds). 

(2) Mr. I. L. Grimes contributed to the College Bond Debt Service Fund a sum 
of money which, if invested at 5 percent compounded semiannually, would 
be just exactly large enough to pay the first interest installment due in six 
months, the second interest installment due at year-end, and to redeem the 
block of bonds due at year-end. The money was so invested. 

(3) Cash equal to the premium on the college bonds was received from the Col- 
lege Construction Fund (see transaction 1, Problem 6-L). The premium is 
not to be amortized; credit Revenues for the entire amount. 

(4) $50,000 face value of noninterest-bearing U.S. Treasury notes, maturing in 
1 80 days, were purchased to yield 4 percent per annum. 

(5) $50,000 face value of Crawford County bonds bearing interest at 3.5 percent 
payable M and S 1 were purchased to yield 4 percent. The bonds will mature 
in 15 years from date of purchase. 

(6) Six months’ interest on the Crawford County bonds was received. (Use the 
appropriate amount shown in your solution to requirement b.) 

(7) Interest due on the college bonds at the end of the first six months was paid. 
Cash in the exact amount of the interest payment was withdrawn from the 
investments purchased from Mr. Grimes’ contribution. 

(8) The U.S. Treasury notes matured and were paid at par. 

(9) Interest due on the college bonds at the end of the second six months was 


* If the students have not been introduced to “scientific amortization” in preceding 
courses, Problem 7-L should be assigned after Chapter 8, which contains a discussion 
of the topic. 
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paid, and a block of bonds redeemed. Uninvested cash was used for these 
payments, supplemented by casli withdrawn from the investments purchased 
front Mr. Grimes’ contribution. 

(10) Six months’ interest on the Crawford County bonds was received. (Use the 
appropriate amonnr shown in your solurion to requirement A) 

(1 1) Cash to close the College Construction Fund was received by the College 
Rond Debt Service Fund. 

(12) Prepare closing entries for the period. 


b) Prepare a discount amortization schedule for the Crawford County 
bonds purchased in transaction (5), using the “scientific” method. 

c) Open a general ledger for the College Bond Debt Service Fund, 
and post the journal entries for the period. 

if) Prepare a balance sheet for the College Bond Debt Service Fund as 
of the end of the period. 



Chapter 8 


Trust and Agency Funds 


Trust funds and agency funds are employed by individuals, institu- 
tions, governmental bodies, and others to assist in administration of, and 
accounting for, assets held under trust or agency agreements. As applied 
to public affairs, it may be said of trust funds that they are legal and 
accounting devices used by governmental units in discharging their re- 
sponsibility for property of which they do not have absolute ownership 
but which must be utilized for a certain purpose or group of purposes. 
Agency funds are legal and accounting devices used by governmental 
units (and others) for administering assets that come into their possession 
incidentally in connection with the discharge of some responsibility rest- 
ing upon them by virtue of law or other similar authority. In practice the 
legalistic distinctions between trust funds and agency funds are not of 
major significance. The important and perhaps the sole consideration 
from an accounting standpoint is: What can and what cannot be done 
with the fund’s assets, in accordance with laws and other pertinent regula- 
tions? 

Trust funds annually become more important in government because: 

1. The number of public employee retirement and pension funds increases 
each year, and the magnitude and complexity of these funds grow with in- 
creased membership and assets. 

2. Each year more and more money and property are being placed in 
the custody of governmental units, by both private and governmental agen- 
cies, to be administered by the units as trustees. 

The name of a particular fund is not a reliable criterion for determining 
the correct accounting basis for trust and agency funds. Merely calling a 
fund by one name or another has no influence upon the transactions in 
which it may engage. In fact, the words “trust” and “agency” are fre- 
quently omitted from the titles of funds in this classification. Examples are 
“public employees’ retirement fund” and “condemnation and grading 
fund”: the former a trust fund, the latter an agency fund, each classified 
according to the circumstances under which its assets are held. It is 
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sometimes said that a practical basis for distinguishing between the two 
types is the length of time specific assets are held. But this is not a wholly 
reliable guide, since there is no generally recognized pronouncement 
stating the maximum time restriction for holding assets to constitute an 
agency fund; nor is there a minimum time to constitute a fund of the trust 
variety. As suggested earlier, if not explicitly so stated, the exact name or 
designation of a given fund is of little significance in establishing its 
accounting; procedures and limitations; these depend upon the enactment 
that brought about creation of the fund, plus all other regulations under 
which it operates. These latter (regulations) include other pertinent stat- 
utes, ordinances, wills, trust indentures and other instruments of endow- 
ment, resolutions of the governing body, general purposes of the fund, 
kinds and amounts of assets held, etc. This aggregate of factors, or such as 
are applicable to a given fund, determines the transactions in which it may 
and should engage. 

CHARACTERISTICS OF TRUST AND AGENCY FUND ACCOUNTING 
Agency funds 

An agencv fund comes into existence because the governmental unit, in 
its capacity as agent for accomplishing some particular mission, becomes 
incidentally a custodian of assets. When this occurs, accounts are required 
to record not only the assets received but also the liabilities to those for 
whose benefit they were received. The other major transaction or transac- 
tions of the fund will be disbursement of the assets to their real owners. 
Although revenue and expenditure transactions are not impossible for an 
agency fund, they are not typical. Furthermore, an agency fund will have 
little or no surplus; the proceeds of any fee levied for the sendee rendered 
belong to some other fund and should be shown as a liability to that fund. 

An excellent specimen of the agency fund classification is the instru- 
mentality that governmental units establish to record collection and remis- 
sion of taxes which they, as agents, administer for some other governmen- 
tal unit or units. For example, a county may serve as collecting agent for 
taxes levied by the state government, cities and towns, and townships. Its 
responsibility is to effect transfer of assets from taxpayers to the govern- 
mental units it serves as agent. It comes into custody of assets incidental to 
its mission of bringing about the transfer, but acquires no element of 
ownership, except for what it may charge as agent’s fees. 

Classification of trust funds 

Trust funds are variable in nature, depending upon the specific authori- 
zation and restrictions under which they operate. They are classified on 
one basis as to what assets, if any, may be paid out from the fund; whereas 
another classification refers to the beneficiaries. As to distribution or 
retention of assets, trust funds are: 
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1. Expendable. 

2. Nonexpendable. 

3. Expendable as to income but nonexpendable as to corpus or principal. 
As to beneficiaries, trust funds are of two kinds: 

1. Private. 

2. Public. 

Expandability or nonexpendabiiitv relates to principal and to net in- 
come, also referred to as net earnings and net revenue. Trust funds are 
described as expendable if terms of the trust provide that all. or substan- 
tially' all. assets paid into the fund will be paid out sooner or later in the 
normal operations of the fund. Expendable trust funds may be either 
semitemporarv or permanent. The semitemporarv ones are those used to 
account for a lump sum of assets delivered to the trustee to be disbursed 
for such benefits as scholarships, grants-in-aid. and other forms of award 
which will eventually exhaust the total amount delivered, even including 
any possible earnings during the trusteeship. Expendable trust funds of the 
permanent tvpe are illustrated bv pension funds. Although the fund as an 
entity may have no specified termination date, all assets paid into the fund, 
plus net earnings on investments, are expected to be disbursed to benefici- 
aries of the fund. 

Nonexpendable trust funds are those used to account for assets deliv- 
ered to a trustee to be employed for some stipulated purpose or in a given 
manner, with the auxiliary provision that there be no reduction in the 
principal of the fund. If beneficiaries of a nonexpendable trust fund are 
charged interest for the use of money, or if income is realized from 
investments, the net gain must be added to the principal. A good example 
of a fully nonexpendable trust fund is a loan fund, operated with or 
without interest charges to the borroxvers. but always with the require- 
ment that the loan principal must be repaid in full. Note that occasional 
expendable transactions may accidentally occur, even though the fund is 
intended to be nonexpendable. Examples are uncollectible loans made by a 
loan fund and partial or total loss of an investment by any nonexpendable 
fund. 

Trust funds nonexpendable as to principal but expendable as to earn- 
ings are those established with the idea of providing permanent support of 
a particular activity'. Funds of this type require meticulous discrimination 
in classification of transactions to the end that net income may be deter- 
mined exactly and that impairment of the fund principal may be pre- 
vented. All transactions of expendable-income, nonexpendable-principal 
trusts may be accounted for in a single set of accounts; or income may be 
accounted for in a set of accounts separate from those used for fund 
principal transactions. In the absence of special conditions, such as fewness 
of transactions, the latter method is ordinarily preferable. It produces a 
clearer separation of the tyvo groups of transactions. Trusts to provide 
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deferred until cash is received from the general fund, in which case Cash 
would be substituted for Due from General Fund in the above formal 
entry. To facilitate preparation of statements of cash receipts and dis- 
bursements, some agency (and trust) funds emplov temporary receipts 
and disbursements accounts, both of which are closed to Fund Balance. 

The Fund Balance account in the above entry is actually a liability 
account, since it represents a debt due the federal government; and, in 
fact, Due to Federal Government might well be substituted for the less 
specific title. Even though the entire liability is owed to one creditor, the 
account partakes of the nature of a control because its balance includes 
amounts for which individual employees must be given credit, according 
to details shown on individual earnings records. Remittance of taxes 
withheld may be recorded as follows: 


Fund Balance 450 

Cash 450 

Although employers receive no compensation for services in collecting 
and remitting federal taxes, governmental agents sometimes arc allowed 
other fees. Let it be assumed that an agency fund is operated on a 
part-time basis by regular employees of the general fund, which charges 
for the time consumed. Liability for payment for the employees’ services 
would be recorded by the agency fund as follows, amount assumed: 


Fund Balance 150 

Due to General Fund 150 


Payment of the fee would require a debit to the Due to General Fund 
account, with a credit to Cash. 

A slightly more complicated form of agency fund, for collection and 
remittance of property taxes levied bv other agencies, will be explained in 
Chapter 15, on property taxes. 

Accounting for trust funds 

Operations of a trust fund may range from the simplicity of less than 
half a dozen kinds of transactions of a routine nature to more or less 
complicated procedures including accounting for large amounts of invest- 
ments made up of many different items, exact measurement and recording 
of income and expenses, and determination of liabilities and equities on an 
actuarial basis. A guaranty deposits fund may be cited as an example of the 
simple type, and an employees’ pension or retirement fund as an example 
of the complex type. As stated elsewhere, transactions of some expendable 
trust funds bear a close resemblance to those of agency funds and are 
accounted for in a similar manner. The discussion in the next several 
paragraphs, therefore, will relate to transactions of the more complicated 
trusts. 
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The more important factors which determine whether accounting for a 
trust will be simple or relatively intricate are the following: 

1. The extent of detailed accounting for income and expenditures. Activi- 
ties of the fund may be such as to warrant rather extended classification of 
revenue and cost items, for purposes of economy and control. One possible 
example is an expendable trust fund for the c are and maintenance of a large 
cemetery. On the other extreme are those trust funds for which even costs 
of administration are absorbed by another fund. 

2. Type of investments, if any, owned by the fund. Investments in real 
estate may require a variety of expenditures for repair and maintenance. In- 
vestments in bonds may give rise to some complication in amortization of 
premiums and discounts. These observations are particularly appropriate if 
the fund is nonexpendable as to principal but expendable as to net income, 
since this necessitates careful measurement of the latter. 

3. Restrictions, or absence of restrictions, upon use of fund assets and 
upon income derived from their use. 

Illustrative entries for a trust fund 

To demonstrate the basic accounting procedures for a trust fund, it 
will be assumed that the county of Rumford has an endowment fund to 
assist in financing the operations of an historical museum, the fund being 
nonexpendable as to principal but expendable as to net income, which is 
transferred annually to the museum operating fund. At December 31, 
1968, the after-closing trial balance of the fund was as shown in Illustra- 
tion 8-1. 


Illustration 8-1 


COUNTY OF RUMFORD 


Historical Museum Endowment Fund 
Trial Balance, December 31, 1968 


Cash 

Certificates of deposit 

Accrued interest income 

U.S. government bonds 

Undivided interest in Otis Walker estate 

Building 

Allowance for depreciation — buildings . . . 

Land 

Prepaid insurance 

Vouchers payable 

Due to museum operating fund 

Museum endowment fund balance 


Debit Credit 
5 4,700 
10,000 
280 
76,880 
1 

400,000 

5 96,000 

11,000 

330 

3,920 
10,400 
392,871 
$ 503.191 $ 503,191 


Transactions in summary form, and the entries therefore, were as follows 
during 1969: 
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I. The Otis Walker estate was settled during 1969 and the museum received 
the following items: 


Agricultural land SI 5,000 

Cash 16,300 

Common stock (par value, $25,000) 42,400 market value 

Corporation bonds (par value, S30,000) 30,900 market value 

Agricultural Land 15,000 

Cash 16,300 

Common Stock 42,400 

Corporation Bonds 30,900 

Undivided Interest in Otis Walker Estate I 

Museum Endowment Fund Balance 104,599 


2. Building rental of $18,000 for the year was collected in cash: 

Cash IS, 000 

Rental Income 18,000 


3. U.S. government bonds which had a carrying value of $21,890 at the end 
of 1968 matured at $22,000 during the year: 


Cash 22,000 

U.S. Government Bonds 21,890 

Interest Income 110 


4. A corporate^dividend of S750, and interest of $ 1,280 on corporate bonds and 
certificates of deposit, were received during the year. This included $280 
accrued interest income at the end of 1968. 


Cash 2,030 

Accrued Interest Income 280 

Dividend Income 750 

Interest Income 1,000 


5. Costs and other items which were vouchered during 1969 were as follows: 


Wages (including all taxes, withholdings, etc.) $ 3,700 

Insurance premiums 210 

Transfer of 1968 net savings to recipient fund 10,400 

Purchase of U.S. government bonds 32,440 

Maintenance and repair of buildings 1,630 

General expense 990 


Wages 3,700 

Prepaid Insurance 210 

Due to Museum General Fund 10,400 

U.S. Government Bonds 32,440 

Building Maintenance and Repair 1,630 

General Expense 990 

Vouchers Payable 49,370 
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6. The land received from the estate of Otis Walker was sold for $14,500 
cash: 


Cash 14,500 

Museum Endowment Fund Balance 500 

Agricultural Land 15,000 


7. Payments on vouchers payable during 1969 totaled $51,710. 


Vouchers Payable 
Cash 


51,710 

51,710 


8. $15,000 additional cash was converted to certificates of deposit during 1969. 


Certificates of Deposit 15,000 

Cash 15,000 


9. Adjusting information at December 31, 1969, was as follows: 


Depreciation of building $5,000 

Expiration of insurance premiums during 1969 260 

Dividend declared but unpaid on corporate stock 750 

Accrued interest income, including $980 increase in carrying 
value of U.S. government bonds 2,060 

Depreciation of Building 5,000 

Insurance Expense 260 

Dividends Receivable 750 

U.S. Government Bonds 980 

Accrued Interest Earned 1,080 

Allowance for Depreciation — Building 5,000 

Prepaid Insurance 260 

Dividend Income 550 

Interest Income 2,060 


From the trial balance shown in Illustration 8-2, which is in adjusted 
form, correct financial statements required for control of the fund can be 
prepared. However, the form and composition of these statements will 
not be illustrated at this juncture. It will be done at a later time when 
financial statements for trust and agency funds generally are discussed. 

Closing entries 

Closing entries of the conventional sort are not needed for agency 
funds, which do not make use of nominal accounts. For trust funds, on the 
other hand, closing entries are ordinarily a necessary part of the account- 
ing procedure, although for those of very simple structure and operation 
their use may be obviated. Closing entries for trust funds have the same 
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Illustration 8-2 

COUNTY OF RUMFORD 

Historical Museum Endowment Fund 
Adjusted Trial Balance 
December 51, 1969 


Debit Credit 

Cash $ I0.S20 

Certificates of deposit 25.000 

Accrued interest income 1.0S0 

Dividends receivable 7 JO 

Prepaid insurance 2S0 

U.S. government bonds SS.410 

Corporation bonds 30,900 

Common stock 42,400 

Building 400.000 

Allowance for depreciation — building 5101.000 

Land 11 ,000 

Vouchers payable 1.580 

Historical museum endowment fund balance 496.970 

Rental income 18,000 

Interest income 3,170 

Dividend income 1,500 

Wages 3,700 

Building repair and maintenance 1,630 

Insurance expense 260 

General expense 990 

Depreciation of building 5,000 

£622.220 5622,220 


two purposes which thev have in commercial accounting, that is, to put 
the nominal accounts in balance and to record the net gain or loss in the 
appropriate account. What constitutes the appropriate account for receiv- 
ing net gain or loss of a trust fund depends upon the nature and purpose 
of the fund, as explained below: 

1. If the fund is expendable as to both principal and income, net gain or loss 
for a given period mav be transferred to the Fund Balance account, be- 
cause all fund assets from whatever source will be disbursed. 

2. If the fund is nonexpendable as to both principal and income, net gain or 
loss for a given period should be closed to the Fund Balance account, 
since assets acquired through earnings must be retained for use. 

3. Net gain or loss of a trust fund which is nonexpendable as to principal 
but expendable as to income may be handled in either of two ways: 

<r) Closed to the Fund Balance account with some special tide (or possibly 
a reserve for expendable assets, or some such title), if expenditure of 
net earnings is administered by the main trust fund. 
b) Closed to a Due to Fund account, if expenditure of net earn- 

ings is administered by a separate fund, which is considered the better 
practice if there is a sizable variety and volume of transactions. 

For the countv of Rumford historical museum endowment fund, the 
income and expense accounts will be closed into a summary account, such 
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as Operating Summary, in the conventional manner for closing such 
accounts. The summary account will then be closed to Due to Historical 
Museum Operating Fund, as indicated by Illustration 8-1. An acceptable 
variation would close income and expense accounts directly into Due to 
Historical Museum Operating Fund in a single compound entry. 


Illustration 8-3 


COUNTY OF RUMFORD 

Historical Museum Endowment Fund 
After-Closing Trial Balance 
December 31, 1969 


Debit Credit 

Cash $ 10,820 

Certificates of deposit 25,000 

Accrued interest income 1,080 

Dividends receivable 750 

Piepaid insurance 280 

U .8. government bonds 88,410 

Corporation bonds 30,900 

Common stock 42,400 

Building 400,000 

Allowance for depreciation — building $101,000 

Land 11,000 

Vouchers payable 1,580 

Dae to historical museum operating fund 11,090 

Historical museum endowment fund balance 496,970 


$610,640 $610.640 


An after-closing trial balance at December 31, 1969, would appear as 
shown in Illustration 8-3. 

Operating funds for trust income 

Elsewhere, it has been stated that use of expendable income of a trust 
fund may, if transactions are numerous, best be accounted for in a 
separate operating fund, such as the historical museum operating fund 
referred to above. Such a fund would normally make use of accounts for 
cash, receivables, payables, fund balance, and such expense titles as are 
needed to classify the expenditures of the fund. Furthermore, income 
earned by the related fund which accounts for investments and other 
earning power of the trust may be sent directly to the operating fund, 
instead of being received by the endowment fund, w T hich would make it 
desirable to employ one or more income accounts in the operating fund. 
If the operating fund receives vet income from the trust investments, the 
credit might be to the fund balance but would better be recorded in a 
nominal account such as Earnings Transferred from Endowment Fund. 
Obviously, if income and expense accounts are employed by an operating 
fund, closing entries would be necessary at the end of each p e ”° • 
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A fund of the kind discussed here may he controlled by a formal budget 
fully integrated with the proprietary accounts. 

Accounting for depreciable assets 

Depreciable assets may be owned by trust funds either as investments 
or for operating purposes. Ownership of depreciable fixed assets for 
operating purposes is not an extensive practice; it may be found in some 
cemetery trust funds which provide upkeep, maintenance, and burial 
sendees; and possibly in some others. Unless the amount of depreciable 
equipment used for operating purposes is rather large, its cost may be 
charged to expense rather than being capitalized and periodically depre- 
ciated. This is suggested merely as a convenience, it should be understood, 
and not because it is sounder in theory. 

Ownership of buildings as trust fund investments is not uncommon. If 
the owning fund is expendable as to both principal and income, there 
would appear to be no reason for formal recording of depreciation in the 
accounts, since careful differentiation of costs between principal and 
income is of little or no consequence. The same may be said with almost 
equal force if the fund is wholly nonexpendable. There are two possible 
exceptions to the latter statement: 

1. Recording depreciation may be desirable to obtain a more accurate state- 
ment of periodic income, as a means of control. 

2. The fund trustees may desire to recognize depreciation by establishing a 
reserve for replacement, which would be nothing more than segregating 
a portion of the fund balance, through such an entry as the following, 
assuming annual depreciation to be $800: 


Trust Fund Balance 800 

Reserve for Replacement of Building 800 


When large amounts of depreciable assets are owned by trust funds 
which are nonexpendable as to principal but expendable as to income, it 
would appear that recognizing depreciation is necessary for correct meas- 
urement of income and preservation of the fund’s balance. However, this 
is not unqualifiedly true. 

1. If the source which establishes the trust (donor, testator, etc.) sees fit to 
do so, he has the legal right to specify that depreciation shall not be a 
charge against income. 

2. If depreciable assets are included in the original corpus of the trust, ac- 
■ cording to the so-called “general rule of law” depreciation of such assets 

is not chargeable to income. This rule applies in the event that the source 
of the trust made no stipulation in the instrument of conveyance and no 
* law to the contrary has been enacted by the state in which the trust is 
located. 
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Even when depreciation of investment assets is agreed upon, opinions 
may vary as to the better method for recording. Some prefer a credit to 
Allowance for Depreciation, as in the following conventional-type entry: 


Depreciation of Buildings 800 

Allowance for Depreciation of Buildings 800 


Others would substitute for the credit member of the above entry the 
Reserve for Replacement of Buildings account. Practically identical re- 
sults would be accomplished by whichever credit is chosen. The allow- 
ance for depreciation of buildings balance may be deducted from the 
buildings balance in the manner followed in commercial practice; or, if 
those in authority insist, it may be shown as an equity reserve on the credit 
side of the balance sheet. The latter would be equivalent to viewing it as a 
replacement reserve rather than in its usual light as a valuation account. 

TRUST AND AGENCY FUND STATEMENTS 

Financial statements needed for control and management of trust and 
agency funds depend upon the nature of the fund. Balance sheets and 
statements of cash receipts and disbursements are desirable for all funds. If 
net gain or net loss is a factor of importance, operating statements must be 
prepared; but it should be noted that for some funds a statement of cash 
receipts and disbursements is virtually an operating statement. All trust 
funds should have statements of changes in fund balance; in some in- 
stances, this is the most important of all. Examples will be given of four 
different kinds of statements for an individual fund (Illustrations 8-4 to 
8-7, inclusive). 

It will be noted that the grouping of assets into current, fixed, and 
deferred, as found in balance sheets of commercial-type enterprises, is 
absent from the trust fund balance sheet shown in Illustration 8-4. This is 
true because — although some of the assets are temporarily in a nonprofit 
form — all are directly or indirectly related to the earning of income 
through investment; and no questions of customary financial ratios on 
liquidity, relationship of fixed assets to capital, income to fixed assets, etc., 
are involved. 

Although the statement in Illustration 8-5 shows only two causes of 
change in the fund balance, there are other causes, of which the following 
three may be mentioned: 

1. Distributions of assets chargeable to the principal, for funds fully ex 
pendable. 

2. Operating gain (or loss) if income is fully nonexpendable. 

3. Transfer (by gift, etc.) of assets to another fund, or discontinuance of 15 
fund. 
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Illustration 8-4 


COUNTY OF RUMFORD 


Historical Museum Endowment Fund 
Balance Sheet 
December 31, 1969 


Assets 

Cash 

Accrued interest income 

Dividends receivable 

Investments: 

Certificates of deposit $ 25,000 

U.S. government bonds 88,410 

Corporation bonds 30,900 

Common stock 42,400 

Building S400,000 

Less: Allowance for depreciation 101,000 299,000 

Land 11,000 

Total investments 

Prepaid insurance 

Total Assets 


Liabilities and Fund Balance 

Liabilities: 

Vouchers payable 

Due to historical museum operating fund 

Total Liabilities 

Fund balance: 

Historical endowment fund balance 

Total Liabilities and Fund Balance. . 


$ 10,820 
1,080 
750 


496,710 

280 

S509,640 


5 1,580 

11.090 

5 12,670 

496,970 

S509.640 


Illustration 8-5 

COUNTY OF RUMFORD 

Historical Museum Endowment Fund 
Statement of Changes in Fund Balance, 1969 


Fund Balance, December 31, 1968 S392,871 

Add: Increase from settlement of Otis Walker estate 104,599 

Total beginning balance and addition 5497,470 

Deduct: Loss on sale of land from Otis Walker estate 500 

Fund Balance, December 31, 1969 5496,970 


If the causes of change in fund balances are not numerous, they may be 
incorporated in the fund balance section of the balance sheet, thus obviat- 
ing the need for a special statement. 

Statements of cash receipts and disbursements (see Illustration 8-6) for 
trust and agency funds serve the usual purpose of such statements, 
namely, to explain the change in cash during the period covered by the 
report. In a way, the statement may function also as a sort of revenue and 
expense exhibit; but it is not often a fully acceptable substitute for the 
formal statement of operations. Combination is not desirable if the accrual 
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Illustration 8-6 

COUNTY OF RUMFORD 

Historical Museum Endowment Fund 
Statement of Cash Receipts and Disbursements for 1969 


Cash balance, December 31, 1968 $ 4,700 

Receipts : 

Estate of Otis Walker $16,300 

Maturity of U.S. government bonds 21,890 

Sale of agricultural land 14,500 

Rental income 18,000 

Interest income 1,390 

Dividend income 750 

Total receipts 72,830 

Total beginning balance and receipts $77,530 

Disbursements : 

Conversion to certificates of deposit $15,000 

Payment of wages 3,700 

Payment of insurance premiums 210 

Payment of general expense 990 

Payment of building repair and maintenance cost 3,970* 

Purchase of U.S. government bonds 32,440 

Transfer to historical museum operating fund 10,400 

Total disbursements 66,710 

Cash Balance, December 31, 1969 £10.820 


• Assumes all beginning and ending vouch ess payable were for this expense. Payment of beginning 
balance of vouchers payable, plus charges to building repair and maintenance during the year, minus 
unpaid balance of vouchers payable, end of year: (S3 ,920 4" S1.630) — SI, 580 — $3,970. 


basis of accounting is used; nor is it desirable if the fund regularly has 
nonrevenue receipts and disbursements of cash, such as additional contri- 
butions, maturity 7 or sale of investments, purchase of investments, etc. 

In preparing the list of disbursements in Illustration 8-6, it was neces- 
sary 7 to make an arbitrary 7 apportionment, since all expenditure transac- 
tions were supposed to be vouchered and there was no indication of the 
costs represented by unpaid vouchers at the beginning and end of the 
y 7 ear. In practice, the apportionment could be made from an analysis of 
actual vouchers paid during the y 7 ear. For simplicity, in the Illustration 
both were assumed to represent unpaid building repair and maintenance 
cost. 

Illustration 8-7 is a pure statement of income and expenses. Comparing 
it with the statement of cash receipts and disbursements (Illustration 8-6) 
reveals the inadequacy of the latter statement in this case for repornng 
what is reported in the income and expense statement. 

Combined trust fund financial statements 

In Chapter 16 will be found an exposition of combined (not consoli- 
dated) balance sheets for all funds. The techniques of combined state- 
ments are applicable to trust and agency 7 funds, because of the number o 
separate funds which may be utilized to account for the different trust 
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Illustration 8-7 


COUNTY OF RUM FORD 


Historical Museum Endowment Fund 
Statement of Income and Expenses for 1969 


Income: 

Rentals 

Interest 

Dividends 

Total income 
Expenses : 


Wages S 3,700 

Building repair and maintenance 1,630 

General expense 990 

Insurance expense 260 

Depreciation of building 5,0 00 

Total expenses 


Excess of Income over Expenses (due to museum operating fund) 


$18,000 

3,170 

1,500 

$22,670 


$11,580 
S 1 1 ,090 


and agency relationships of a governmental unit. Combining of statements 
for funds of this classification may be extended to statements of cash 
receipts and disbursements, statements of changes in fund balances, and 
any others which may be prepared for all units of the group. 

Accounting for investments 

In governmental finance, investments consist of real estate, bonds and 
other forms of indebtedness, stock, patents, royalties, and possibly other 
assets. Governmental resources may be converted to these forms of invest- 
ments for one or the other of the two following reasons: 

1. To make profitable use of current revenue cash which would other- 
wise be idle until needed for financing regular activities of the fund. These 
are called short-term or temporary investments. Since they must be marketed 
at a rather definite time, in order to make cash promptly available when 
needed, they should be well seasoned and subject to practically no market 
fluctuation. Otherwise, their quick sale may result in a loss. Any kind of 
fund having temporary excess cash may wisely acquire short-term invest- 
ments. 

2. To produce income on a permanent basis. These are characterized as 
long-term or permanent investments. They should combine the factors of 
safety and maximum income. Proclivity to market fluctuations is not par- 
ticularly objectionable in this class of investments. This is true because any 
items chosen for sale may be disposed of in a more deliberate manner than if 
the proceeds are required for current expenditure, and a sizable portion of 
bond investments may even be held to maturity. 

Since short-term investments represent employment of cash not im- 
mediately needed for normal purposes, they may conceivably be acquired 
by any fund of the eight standard types. Long-term investments, on the 
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contrary, are peculiar to trust funds, debt sendee funds, and enterprise 
funds, with the greatest amount held by those of the first-named type. 

From an accounting standpoint the more difficult problems associated 
with fund investments are as follows: 

1. Measuring and recording periodic income from investments. 

2. Measuring and recording gain or loss on sale, or disposal in any other 
manner, of an investment. 

In the next several paragraphs, these problems will be explored, first as 
they relate to permanent investments and afterwards as they affect tempo- 
rary investments. 

Permanent /nvesfmenfs 

Permanent investments should be recorded at cost. This figure should 
include every outlay required to obtain clear title to the asset. Some of the 
more common elements of the cost of acquiring investments are purchase 
price, legal fees attendant upon the acquisition, and taxes and commissions 
to which the transaction is subject. The difference between par value of 
an investment and the cost of the investment determines the amount of 
premium or discount. Acquisition of property by donation is not uncom- 
mon for some kinds of trust funds. There being no purchase price to use 
as a base, at what figure should the gift be recorded? The preferred 
practice is to record the property at its value based upon competent 
appraisal or, in the absence of an appraisal, at $1.00. Since the major 
problems of accounting for investments arise in connection with securities 
— that is, stocks, bonds, mortgages, etc. — subsequent discussion will be 
confined to them. 

To illustrate some of the procedures recommended for recording ac- 
quisition of securities, a few suggested entries are given below: 

1. An endowment fund receives as a gift 500 shares of no-par-value stock of 
the Rex Manufacturing Company, currently quoted at $61.20 per share. 
The entrv in the endowment fund would be as follows: 


Investments 30,600 

Endowment Fund Balance 30,600 


2. Noninterest-bearing United States treasury bills with a maturity value of 
S20.000 are bought as a short-term investment at a discount of 2 Vs percent. 

Investments 1 9,525 

Cash '9,523 

$20,000 X (100% -2Vb%) = $20,000 X 97 Vs% 

3. Twenty-five bonds, par value $1,000 each, of the Pacific Railroad, "ere 
purchased at 9614, with exchange fees and broker’s commissions amount- 
ing to $105. The endowment fund entry would be as follows: 
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Investments 24,167.50 

Cash 24,167.50 


The cost of the 25 bonds was calculated by multiplying $25,000 by 96'A 
per cent, which gave a product of $24,062.50, and then adding the $105 
cose of acquisition. If, instead of being acquired at a net discount (amount 
below par value) of $832.50, the bonds had cost a total premium (amount 
above par value) of that figure, the Investments account would have been 
debited for $25,832.50. 1 

Except for perpetual bonds, which for practical purposes are nonexist- 
ent in the United States, all bonds, mortgages, notes, etc., (but not stock) 
have a maturity date, at which time holders of the bonds will receive the 
par value of their holdings. That is to say, as bonds approach the maturity 
date, whatever their values may have been or may now be, they approach 
par value. Thus, if the trust fund acquiring $25,000 par value of bonds for 
$24,167.50 holds them until maturity, it will gain $832.50. What is the 
proper distribution of this gain? Should it be recorded in the period in 
which the bonds were purchased or in the period in which they mature? 

Had the discount been of small amount, either of the two periods, 
preferably the latter, could receive the credit without material distortion 
of results. However, if the amount is sizable, the preferred practice is to 
distribute it over the time the bonds are held. This>method is preferred 
because it gives some part of the credit to each period and avoids distor- 
tion of income in any one period. The process of distributing total 
discount or premium over a number of periods is referred to as “amortiza- 
tion,” although, as applied to discount, it is sometimes erroneously de- 
scribed as “accumulation,” because reducing the discount builds up or 
accumulates the book value of the bond. If the bonds were acquired at a 
discount, the periodic amortization of discount is regarded as an addition 
to income for the period. It is not received in cash during the period but is 
represented by an increase in book value of the investment, subsequently 
to be realized in cash. Periodic amortization of premium is construed as a 
reduction of income, since it represents a decline in the investment’s book 
value as compared with its purchase price. “Book” or “Carrying” value 
is cost plus discount amortized to date, or minus premium amortized 
to date. 

The two most common methods of amortizing premium and discount 
are the straight-line and the scientific methods. The former consists of 
allocating to each period during which the investment is owned an equal 
amount of premium or discount. Thus, if the Pacific Railroad bonds were 
purchased at a discount of $832.50, 10 periods before their maturity date, 
the straight-line method would credit $83.25 of the discount amortization 

1 An alternative method for recording cost of bonds is to record par value in one 
account, with premium and discount in separate accounts. 
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to each of the 10 periods. Use of the scientific method, on the other hand 
results in amortization at a regularly increasing amount, the first period 
receiving the smallest amount of credit, with the largest amount in the last 
period. Likewise, use of the straight-line method for amortizing premium 
gives equal distribution of amounts. However, amortizing premium by the 
scientific method results in gradation of amounts, the first period beina 
charged with the least, the last one with the most. The reason for the 
contrast in results from using the scientific method for discount and 
premium will be explained later. 

Before embarking upon a detailed exposition of premium or discount 
amortization, a consideration of some general rules appears to be in order: 

1. If investments having a designated maturity date are acquired as part of 
the original corpus of the trust, the general rule of law would not allow 
premium or discount amortization as adjustments of income. Gain or loss on 
disposal of such investments, by the same rule, is an adjustment of principal 

2. Circumstances may exist which minimize the importance of exact meas- 
urement of income in an accounting sense. Relatively small amounts of 
premium or discount on investments and absence of conflicting interests among 
beneficiaries are illustrations of such circumstances. 

3. Because of probable changes in amounts of investments owned by long- 
term or large trusts, a rate of return is a more reliable and convenient cri- 
terion for judging efficiency of their management than is an amount of return. 
Use of the scientific method of amortization (as compared with straight-line) 
tends to produce a more uniform rate from period to period. This facilitates 
and fortifies comparisons. 

Discussion of amortization in the next few pages will be predicated upon 
the assumption that it is a function of income determination. No elabora- 
tion of the opposite situation is necessary. Under the latter concept, 
premium and discount transactions are regarded as adjustments of princi- 
pal and affect the accounts only at the time of acquisition and disposal of 
the related investments. 

Explanation of straight-line amortization 

Amortization of discount on bond investments over the life of the 
bonds has a twofold effect, as follows: 

1. It adds periodically to the value of the investment as shown by the 
books, that is, “book value” or “carrying value.” Current market value at an} 
given time may be materially different from the book value. Ordinarily, this 
is of no importance to the trust fund which owns the bond, since the invest- 
ment is a long-term commitment of earning power. 

2. The increase in book value allotted to each period is an addition to t e 
income on the investment for that period. Thus, if the nominal rate of M 
terest on Pacific Railroad bonds is 4 percent per annum, payable semiannual} , 
the nominal interest per period is 2 percent times $25,000, or $500. 1 e 
nominal rate of interest is the rate named in the bond, which the issuing 
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corporation covenants to pay on the par value of each bond. The effective 
interest on bonds acquired at a discount is the sum of the nominal interest 
plus the increase in the carrying value of the investment. 

If bonds arc acquired at a premium, their carrying value declines period 
by period. The effective interest on such bonds, therefore, is the remain- 
der of nominal interest minus premium amortization. 

From the foregoing statements, it is evident that the real earning on 
bonds bought at a discount or a premium is effective interest. Calculation 
of periodic effective income on a straight-line basis on $25,000 of par 
value bonds, nominal rate of interest 4 percent per annum, payable sem- 
iannually, may be illustrated as follows: 

1. If purchased at a discount of S832.50, five years before maturity: 

S832 50 

($25,000 X 2%) + - — ^ — = $583.25 periodical effective interest. 

2. If purchased at a premium of S832.50, five years before maturity: 

($25,000 X 2%) — = $416.75 periodical effective interest. 


The process of discount amortization by the straight-line method may be 
represented by the schedule of amortization shown in Illustration 8-8. 


Illustration 8-8 


SCHEDULE OF DISCOUNT AMORTIZATION 



Nominal 



Carrying Value 


Interest 

Effective 

Discount 

of Investment at 

Period 

(2 Percent) 

Interest 

Amortization 

End of Period 

0 



.... 

$24,167.50 

1 

$500 

$583.25 

$83.25 

24,250.7 5 

2 

500 

583.25 

83.25 

24,334.00 

3 

500 

583.25 

83.25 

24,417.25 

4 

500 

583.25 

83.25 

24,500.50 

5 

500 

583.25 

83.25 

24,583.75 

6 

500 

583.25 

83.25 

24,667.00 

7 

500 

583.25 

83.25 

24,750.25 

8 

500 

583.25 

83.25 

24,833.50 

9 

500 

583.25 

83.25 

24,916.75 

10 

500 

583.25 

83.25 

25,000.00 


A schedule of premium amortization can be constructed on the pattern 
of the discount amortization table in Illustration 8-8. For the Discount 
Amortization column would be substituted one for Premium Amortiza- 
tion. Amounts in that column would be subtracted from, rather than 
added to, carrying value. Finally, carrying value at the end of Period 0 
(same as beginning of Period I) would be the sum of par value and 
premium. 
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Amortization schedules are not entirely necessary if the straight-line 
basis is used. Periodic amortization is easily determined by simple arithme- 
tic, and effective interest is almost equally simple. The amounts and 
entries for nominal and effective interest are the same for each period. 

Examination of the straight-line amortization table shown in Illustra- 
tion 8-8 will reveal that, although the investment carrying value increased 
periodically, the amount of effective interest for each of the 10 periods 
remained stationary. This means that the effective rate of interest, ob- 
tained as the quotient of effective interest divided by carrying value of 
investment, declines each period, if discount is amortized equally by 
periods. Conversely, use of the straight-line method for amortizing pre- 
mium would result in a periodically increasing effective rate of interest. 
Because of the importance of a regular rate of return in the management 
of investments, the straight-line basis for amortizing premium and dis- 
count is sometimes considered unacceptable. However, a very strong 
point in its favor is simplicity of operation. 


Explanation of scientific amortization 

The scientific method of amortization utilizes actuarial tables to de- 
velop a schedule in which effective interest and the amount of amortiza- 
tion are adjusted periodically to produce a fixed rate of effective interest. 
That is, the effective interest for each period, divided by the carrying 
value of the investment for that period, gives the same quotient, which 
is the rate of interest. How the scientific method operates will be demon- 
strated first as to bonds for which a premium was paid and then as to 
bonds acquired at a discount. 

Referring to the Pacific Railroad 4 percent bonds used as an example 
for straight-line amortization, let it be supposed that the safety factor of 
these bonds is such that they can command an effective rate of somewhat 
less than 2 percent semiannually. Further, let it be assumed that the 
governing body of a trust fund decides that a semi-annual yield of 114 
percent on these bonds is acceptable and accordingly decides to bid on 
$25,000 par value of them. What would be the bid price? It will depend 
upon the time the bonds have yet to run, which for present purposes will 
be assumed as three years. 

What will the trust fund obtain if it becomes the successful bidder? 


1. The right to receive $25,000 at the end of six periods. 

2. The right to receive an interest payment of $500 at the end of each of the 
next six periods. 


The series of interest payments is referred to as an “annuity,” an annuity 
being defined as a series of equal payments, spaced at equal intervals o 
time. If each payment is made at the end of its respective period, the senes 
is designated as an “ordinary annuity”; whereas if payments are made at 
the beginning of each period, the series becomes an “annuity due.’ En es 
otherwise specified, “annuity” normally refers to the former. 
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Exact determination of the price that can be paid under the circum- 
stances described, in order to obtain an effective or yield rate of 1 Vz 
percent, consists of the following steps: 

1. Determining the actuarial worth today, at I Vi percent discount, of $25,000 
for which the recipient will have to wait six periods. 

2. Determining the actuarial worth today of an annuity of $500 at I Vi percent 
for six periods. 

Roth item 1 and item 2 require the use of mathematical tables giving 
various values of 1, or $1.00. 

Reference to a table of present worths of 1 (Appendix 3, Table A) 
shows that the present worth of 1 for six periods at I x /z percent is 
0.91454219. This means that if an investor considers his money to be 
worth a return of 1 Vz percent per period, he could afford to give slightly 
more than $0.91 for the right to receive $1.00 at the end of six periods. 
Multiplying 0.91454219 by $25,000 gives $22,863.55475 as the present 
worth of $25,000 discounted for six periods at 1 Vi percent. 

A table of the present worths of an annuity of 1 (Appendix 3) shows 
the present worth of an annuity of 1 at 1 Vz percent for six periods to be 
5.6971872, which would produce a value of $2,848.5936 for an annuity of 
S500 under the same terms. Thus, it appears that for a return of 1 Vz 
percent semiannually on its investment, the trust fund management could 
bid the sum of $22,863.55475 and $2,848.5936, or $25,712.15, for the 
$25,000 of Pacific Railroad bonds. 

A schedule of effective interest and also of premium amortization on a 
scientific basis for the above investment would appear as shown in Illustra- 
tion 8-9. 


Illustration 8-9 

SCHEDULE OF PREMIUM AMORTIZATION 

$25,000 Par Value 4 Percent Bonds, Interest Payable Semiannually 
Acquired 3 Years before Maturity, to Yield lj^ Percent Semiannually 


Nominal Effective Carrying Value 

Interest Interest Premium at End of 

Period (2 Percent) (ff/z Percent ) Amortization Period 

0 $25,712.15 

1 $500 $385.68 $114.32 25,597.83 

2 500 383.97 116.03 25,481.80 

3 500 382.23 117.77 25,364.03 

4 500 380.46 119.54 25,244.49 

5 500 378.67 121.33 25,123.16 

6 500 376.84* 123.16 25,000.00 


* This figure was “forced” from $376.85, the correct effective interest on $25,123.16 at 1 percent, 
in order to give the required difference for premium amortization. The need for “forcing” was brought 
about by dropping decimals. 


To demonstrate the structure of a schedule for amortizing discount by 
the scientific method, a table for that purpose is shown in Illustration 
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8-10. Without detailing the actuarial calculations involved, it vail be 
assumed that a trust fund acquired the Pacific Railroad 4 percent bonds on 
a 5 percent basis, that is, at a price to yield 2 / 2 percent semiannually. In 
order to obtain a semiannual yield rate of 2 !4 percent on bonds paying a 
nominal rate of 2 percent on par value, the investment had to be bought at 


Illustration 8-10 

SCHEDULE OF DISCOUNT AMORTIZATION* 
525,000 Par Value 4 Percent Bonds, Interest Payable Semiannually 
Acquired 3 Years before Maturity, to Yield 2 Percent Semiannually 


Nominal Effective Carrying Valve 

Interest Interest Discount at End oj 

Period (2 Percent) (2\4 Percent) Amortization Period 

0 $24,311.48 

1 $500 $607.79 $107.79 24,419.27 

2 500 610.48 110.48 24,529.75 

3 500 613.24 113.24 24,642.99 

4 500 616.07 116.07 24,759.06 

5 500 618.98 118.98 24,878.04 

6 500 621.96f 121.96 25,000.00 


* This might he called a “schedule of carrying value accumulation.” 

1 This figure was “forced” from $621.95, the correct effective interest on $24,878.04 at2M P crccJil 
in order to give the required difference for discount amortisation. The need for “forcing” was brought 
about l>y dropping decimals. 


less than par. To obtain a yield rate of 2 / 2 percent for six periods on 
$25,000 par value of bonds would necessitate their purchase for 
$24,3 1 1 .48. The purchase price equals the present worth of $25,000 for six 
periods at 2 l / 2 percent, plus the present worth of an annuity of $500 under 
the same terms. 

An alternative method for determining what purchase price will yield a 
given rate is as follows: 

1. Determine the periodic interest at the nominal rate on the par value of 
the proposed purchase. 

2. Determine the periodic intcrcsc at die desired effective or yield rate on 
the par value of the proposed purchase. 

3. Find the difference between item 1 and item 2. 

4. Find the present worth of an annuity of the amount of item 3 from time 
of purchase to maturity of the bonds, at the desired effective rate. 

5. If the effective rate is higher, subtract the result in item 4 from the par 
value; if the nominal rate is higher, add the result of item 4 to the par 
value. The difference or sum will represent the cost which will yield the 
desired return. 

Purchase between interest periods 

In buying bonds, it is not usually practicable to make the purchase on 
the first day of an interest period. The question arises as to the detemuna 
tion of carrying value when bonds are bought, say, two months after an 
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interest date, with interest payable semiannually. To explain the method 
of ascertaining valuation between interest dates, it will be assumed that the 
purchase occurred in the sixth semiannual period before maturity. Valua- 
tion will be calculated for the beginning of the sixth and fifth interest 
periods. Valuation at the interim date will be ascertained by the process of 
interpolation, which in this instance would consist of taking one third of 
the change for the sixth period before maturity and applying that to the 
valuation at the beginning of the sixth period. Thus, if the valuation at 
the beginning of the sixth period before maturity was $25,712.1 5 and 
premium amortization for that period was $114.32, interpolated valuation 

two months through the period would be $25,712.15 minus — , 

or $25,674.04. It will be observed that the above interpolation was calcu- 
lated on the basis of arithmetical progression. This is consistent if the 
straight-line basis of amortization is employed, but does not conform 
strictly with the scientific basis, in which the amortization periodically 
increases. 

Accounting for income on bonds — straight-line amortization 

As stated previously, when discount on bond investments is amortized, 
periodic earnings on the investments consist of the nominal interest, 
received in cash, and the increase in value of the investment during the 
period. Referring to the schedule of straight-line amortization of discount 
(Illustration 8-8), it is seen that total earnings for the first period were 
$583.25, consisting of $500 cash plus an $83.25 increase in the carrying 
value of the investment. In general journal entry form, the first-period 
earnings would be recorded as follows: 

Cash 500.00 

Investments 83.25 

Income on Bonds 583.25 

By the nature of the straight-line method, the entry for each period’s 
earnings would be the same. 

Had the bonds been bought at a premium of $832.50, each period 
would have brought a reduction of $83.25 in the carrying value of the 
investment. The complete entry if premium amortization were involved 
would be as follows: 


Cash 500 

Investments 83.25 

Income on Bonds 416.75 


This entry is based on the logic that in each $500 interest payment the 
trust fund is recovering $83.25 of the amount paid out as premium, 
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leaving a net earning of $416.75. It will be observed that amortization of 
either premium or discount will bring the investment carrying value to 
par value at the end of the last interest period. 

Accounting for income on bonds — scientific method 

Unlike entries for income on bonds by the straight-line method, those 
based on the scientific method will not be the same in each period. If the 
bonds were acquired at a premium, for each period the premium amorti- 
zation will be more and the amount of effective interest less than for the 
preceding period. If the bonds were acquired at a discount, both discount 
amortization and amount of effective interest will increase periodically. 

The tabular summary of journal entries shown below portrays the 
change of amounts if the scientific method is used: 


PERIODIC ENTRIES— BONDS ACQUIRED AT A PREMIUM 


Accounts 

First Period 

Second Period 

Third Period 

Fourth Period 

Cash, Dr 

Investments, Cr 

Income on Bonds, Cr 

S 500.00 
114.32 
385.68 

S 500.00 
116.03 
383.97 

$500.00 

117.77 

382.23 

m 

PERIODIC ENTRIES— BONDS ACQUIRED AT A DISCOUNT 

Accounts 

First Period 

Second Period 

Third Period 

Fourth Period 

Cash, Dr 

Investments, Dr 

Income on Bonds, Cr 

S 500.00 

107.79 

607.79 

S 500.00 

110.48 

610.48 

S 500.00 

113.24 

613.24 

1 V'--; 


Recording discount and premium separately from par value 

Thus far, discount and premium on bonds have been recorded in the 
same account with the par value of the bonds. That is, the purchase of 
$25,000 par value of bonds at a premium of $712.15 was recorded as a 
single debit, to Investments, of $25,712.15. The purchase of the securities 
at a discount of $688.52 was entered as a debit of $24,311.48. This practice 
is acceptable if the portfolio of investments includes only a few on which 
discount or premium must be amortized. However, as soon as bond 
investments reach any considerable proportions — say, at least 10 or 15— Jt 
becomes advantageous to record only par value in the Investments ac- 
count, with supplementary accounts for premium and discount. To do so 
adds extra accounts to the ledger, but this is justified because it contributes 
to accuracy and to ease of discount and premium amortization. Operation 
of supplementary accounts for premium and discount may be illustrate 
by the following entries for the purchase of $25,000 par value of bonds, 
first at $25,712.15 and then at $24,311.48: 
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Investments 25.000.nf) 

Premium on Investments 712.15 

Cash 25,712.15 


Investments 

Discount on Investments 
Cash 


5.000.00 


683.52 
24.3 II. 48 


It will be noted that the carrying value is determined bv adding unamor- 
tized premium to par value or subtracting unamortized discount from par 
value. 

Separation of unamortized premium or discount from par value alters 
the form of entries for amortization. Instead of direct credits and debits to 
the Investments account, changes will be made in the supplementary 
accounts, as illustrated below, with amounts based on tables heretofore 
used. 

1. For collection of interest on bonds bought at a premium, the following 

entry will be made: 


Cash 500.00 

Premium on Investments 1 14.32 

Income on Bonds 385.68 


2. For collection of interest on bonds bought at a discount, the entry will be 
as follows: 


Cash 500.00 

Discount on Investments 107.79 

Income on Bonds 607.79 


In so far as amortization is concerned, the two entries above have the same 
effect on the carrying value as if Investments had been credited for 
$114.32 in the first entry and debited for $107.79 in the second. As 
Premium on Investments is reduced by credits, it draws the carrying value 
nearer to par; as Discount on Investments is reduced by debits, it draws 
the carrying value nearer to par. 

All the preceding discussion of amortization has related to bonds 
owned as long-term investments. What about amortization of discount or 
premium on stock investments, or on bonds held as short-term commit- 
ments? Discount or premium on stock cannot be systematically amortized 
by any method because stock has no maturity date and there is no time 
basis for distributing the premium or discount, nor does stock necessarily 
tend to approach par value with the passing of time. Concerning short- 
term bond investments, since their holding is onlv temporary, their mar- 
ket value may trend even further away from par value during the period 
of ownership; so reducing book value by writing off discount or premium 
might be contradictory to facts. 
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Adjusting entries for income on investments 

Correct financial statements for funds owning long-term investments 
require adjusting entries for income earned but not received. If the 
holding of investments is small, or if the amount of accrued income at 
ends of periods is not material in amount, adjusting entries are frequently 
dispensed with for reasons of economy of time and effort. 

Income earned but not received, in the form of real estate rentals, may 
be recorded in the following routine form for such an adjustment, using 
an assumed amount: 


Accrued Rental Income 320 

Rental Income 320 


Dividends on stock investments are not earnings until the corporate 
board of directors has formally declared a dividend. This applies even 
though dividends on a certain stock have not been passed or omitted for 
many years. A trust fund closing its books on June 30 would violate 
accepted accounting practice to accrue one half of one year’s dividends 
on stock of a corporation whose fiscal year coincides with the calendar 
year. However, if a dividend had been declared on June 20, payable to 
owners of record on July 10, the following entry, in an assumed amount, 
would be valid at June 30: 


Dividends Receivable — Y Corporation Preferred Stock 400 

Dividend Income 400 


Accrual of income on investments in bonds, mortgages, and notes is 
sound because interest on such indebtedness of a corporation is a fixed 
charge, not contingent upon approval by a board of directors. Calculating 
the amount of accrual on instruments of indebtedness such as those 
mentioned above is simple if they were acquired at par value. If acquired 
at a premium or discount that is being amortized, prorating of both 
nominal interest and amortization is necessary in the adjustment. 

As an example of an adjusting entry for accrual of income on bonds 
purchased at a premium, figures will be taken from the table of premium 
amortization by the scientific method (Illustration 8-9). Let it be assumed 
that the interest dates on Pacific Railroad bonds were May 1 and Novem- 
ber l, 2 and that Period 3 in the table began on May 1. If the fiscal period 
of the trust fund owning these bonds ended on June 30, the accrual o 
effective interest at June 30 would be §127.41, and amortization for the 
two months since May 1 would be §39.26. The adjusting entry for June 
30 would be as follows: 

2 Interest dates are sometimes indicated by the initial letters of the names of the 
months and the day date— for example, M and N 1. 
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Accrued Interest on Bond Investments .166.67 

Investments (or Premium on Investments) 39.26 

Income on Bonds 127.41 


An adjusting entry for accrued interest on bonds held at a discount may 
be framed on the basis of the above example. 

The mission of some trust funds is to supply cash for more or less 
immediate purposes, such as tuition and other kinds of support or mainte- 
nance grants. Their primary interest is in periodical spendable income, 
which would exclude income accrued but not received and income based 
on amortization of discount. Amortization of discount adds to earnings 
only by adding to the carrying value of an investment (debit Unamor- 
tized Discount, credit Earnings). It is based upon an expected future re- 
ceipt of cash, at maturity of the investment. 

Then why do funds record amortization of premium which reduces 
the showing of cash income of the present period (debit Earnings, credit 
Unamortized Premium)? The reason is that premium on investments 
represents part of the investment cost. That part of a periodic interest 
receipt which is attributed to premium amortization (debit Cash, credit 
Unamortized Premium, and credit Earnings) is actually a recovery of part 
of the earning power cost and not a part of earnings. 

Eliminating accruals of income and amortization of discount on invest- 
ments is important where emphasis is on periodic cash income. Where 
emphasis is upon exact measurement of income over a long span of years 
the accrual basis yields more precise measurement of results. 

Purchase of accrued interest on investments 

The purchase of bonds or other interest-bearing securities between 
interest dates will include the purchase of accrued interest. That is, the 
purchaser of an interest-bearing security' between interest dates obtains 
certain earning power, plus an amount of income already earned. A 
purchase, midway between interest dates, of $25,000 par value of Pacific 
Railroad 4’s, interest payable semiannually, acquires $250 accrued interest, 
plus the bonds. If the total purchase price was $25,904.99, the investment, 
or earning power, cost $25,654.99; the outlay for accrued interest will be 
recovered at the next interest date. Entries for the purchase and for the 
collection of interest at the next interest date would be as follows: 


Investments 

Premium on Investments 

Income on Bonds 

Cash 

Cash 


25,000.00 

654.99 

250.00 

25,904.99 


Premium on Investments 
Income on Bonds 


500.00 


57.16 

442.84 
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Amounts in the above explanation and entries are based on purchase of 
the bonds midway in Period 1 as represented in the schedule of scientific 
amortization of premium (Illustration 8-9). Net income on bonds during 
the period of purchase was $442.84 less the $250 income purchased. This 
leaves a remainder of $192.84, which is one half the Period 1 effective 
interest as shown in the amortization schedule. When the accrued interest 
was purchased, a more accurate representation would have been a debit to 
Accrued Bond Interest or Accrued Interest Purchased. Had either ac- 
count title been used, when collection occurred, a split would have been 
necessary to credit the special title debited for the $250. Debiting the 
income account when interest is purchased is technically inaccurate; but 
when total income for the period is recorded, the adjustment for income 


INCOME ON BONDS 


Accrued interest purchased 


52JO.OO 


Credit at next interest date, 


5442.84 


purchased is automatic. The balance of the above account is $192.84, net 
income for the time the bonds were owned. 

For reasons stated elsewhere, dividends on stock are not commonly 
accrued. However, owners of cumulative preferred stock sometimes cal- 
culate an accrual of dividend and add it to the price that buyers must pay 
to get the stock. In preparing statements of cash receipts and disburse- 
ments for trust and other funds which purchase accrued income, the 
outlay should be entitled Purchase of Accrued Interest on Investments or 
some similar name, regardless of the account debited for the acquisition. 

Gain or loss on disposal of investments 

Investments may be disposed of by sale, through payment by the 
debtor at maturity of the debt, through liquidation of the debtor, and in a 
few other ways. Unless the transaction is consummated at exactly the 
book value of the investment at the time of disposal, there will be an 
accountable gain or loss. If a fund is nonexpendable as to both principal 
and income, obviously gain or loss, from whatever cause, is an adjustment 
of the fund balance. If the fund is expendable as to income but non- 
expendable as to principal, accounting for gain or loss on disposal of in- 
vestments will depend upon whether such transactions are governed by 
specific instructions established by the trustor, or by the so-called “general 
rule of law.” The individual or other authority establishing a trust has a 
legal right to specify whether such gains and losses are to be related to 
income or to principal. In the absence of such specific instructions, tie 
general rule of law would operate and relate them to principal. 

Every trust fund indenture should contain express provisions govern- 
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ing accounting for gains and losses on investments, as well as other kinds 
of debatable transactions. If such is not the ease, fund trustees should 
make the necessary decisions, with due regard for all pertinent law, and 
incorporate them in their minutes. 

Measurement of gain or loss on disposal of investments consists of 
finding the difference between (1) the net amount realized from the 
investment and (2) the book value of the investment at the date of 
disposal. If gross receipts from the sale of investments perchance include a 
charge for earnings accumulated since the interest or dividend date, the 
latter being very unusual, the amount thereof must be excluded from the 
selling price of the investment. Furthermore, brokerage or other fees 
incurred in consummating the sale must be deducted in finding the net 
selling price. In the discussion and examples to follow in this section, the 
decision as to whether gain or loss in each situation is chargeable to 
income or principal will be evaded by debiting Loss on Sale of Invest- 
ments for all losses and crediting Gain on Sale of Investments for all gains. 
This will be done to conserve time and space. To illustrate accounting 
techniques for disposal of investments, it will be assumed, first, that the 
book value at the time of disposal is the same as the original cost and, then, 
that the original cost and the present book or carrying value are different. 

The book value of investments at the time of disposal will be the same 
as the original cost under the following general conditions: 

1. If the investment is corporate stock, because premium and discount on 
stock investments are not amortized. 3 

2. If the investments are bonds acquired at par value. 

3. If the investments are bonds acquired at a premium or discount, and none 
has been amortized. 

4. If the investment consists of assets subject to depreciation or amortization, 
but none has been recorded in any way. 

Illustrative entries for the disposal of the above-named types of invest- 
ments are as follows: 

1. $5,000 par value of stock acquired for S5,125 was sold for $5,187. 


Cash 5,187 

Investments 5,125 

Gain on Sale of Investments 62 


2. $2,000 par value of bonds purchased at par were sold for $1,793 and ac- 
crued interest of $25. 


Cash 1,818 

Loss on Sale of Investments 207 

Investments 2,000 

Bond Interest Income 25 


3 If there has been a stock dividend or stock split on stock since it was acquired 
the cost and book value per share will be lower. 
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3. $3,000 par value of bonds acquired at a premium of $25, of which none had 
been amortized, were sold for $3,0(50 and accrued interest of $40. 


Cash 3,100 

Investments 3 5 02 5 

Gain on Sale of Investments 33 

Bond Interest Income 40 


4. A building acquired for $27,000 and land that cost $1,000 were sold for 
$39,000. No depreciation had been recorded on the building. 


Cash 39,000 

Buildings 27,000 

Land 1,000 

Gain on Sale of Investments 11,000 


For at least two kinds of investments, the carrying value at the time of 
disposition will differ from the original cost. These are (1) depreciable 
fixed assets, ordinarily buildings, on which depreciation has been re- 
corded, and (2) bonds bought for long-term investments, at either a 
premium or a discount, on which periodic amortization has been re- 
corded. As to the bonds, if all the premium or discount has been written 
off, they will have been adjusted to par value. Accounting for proceeds at 
their maturity will be conducted as though they had been acquired at that 
figure. Disposal of a building for which an allowance for depreciation is 
carried, and disposal of bonds with a supplementary account for either 
premium or discount, will be alike in that book value of the investment is 
recorded in, and will have to be removed from, two accounts. 

An additional complication arises when the disposal is made during a 
fiscal period, ■which is normal, since such transactions are not ordinarily 
timed to coincide with the beginning or ending of a fiscal period. This 
means that an adjustment must be made for depreciation or amortization 
since the last closing, in order to bring the book value up to date. The 
disposal of a building under such circumstances illustrates the principles 
involved. Let it be assumed that a building acquired as an investment at a 
cost of $18,000 had been depreciated in the amount of $8,100 to the end of 
the preceding fiscal period, at an annual rate of $900. If disposal is made 
for $10,000 net, three months after the last closing, the following entries 
should be made: 


Depreciation — Buildings 

Allowance for Depreciation of Buildings 

22 5 

225 

Cash 

10,000 


Allowance for Depreciation of Buildings 

8,325 

18,000 

Gain on Sale of Investments 


325 
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Correct accounting for disposal of bonds, the premium or discount on 
which is being amortized periodically, at a time between interest dates, 
requires that the carrying value be adjusted to the date of sale. To 
illustrate the accounting entries involved, let the following assumptions be 
made about $25,000 par value of bonds: 


Nominal 

Interest 

Period Ending (2 Percent ) 


Effective 
Interest 
(/}£ Percent) 


December 31, 1968. . .$500 $382.23 

June 30, 1969 500 380.46 


Amortization 
for Period 

$117.77 

119.54 


Carrying Value 
at End of 
Period 

$25,364.03 

25,244.49 


Sale or other disposal of the bonds — say, on March 1, 1969 — would 
require that carrying value be brought one third of the wav through the 
period ended on June 30, 1969. Premium amortization for the two months 
since December 31, 1968, is one third of $119.54, or $39.85, which would 
indicate a carrying value of $25,364.03 minus S39.85, or $25,324.18, for the 
investment at the interim date. The decrease in the carrying value may be 
recorded as follows: 


Income on Bonds 39.85 

Premium on Investments 59.85 


Assuming that the bonds were sold to net 100 /z plus accrued interest, the 
transaction might be recorded by this entry: 


Cash 

Loss on Sale of Investments . . 

Investments 

Premium on Investments 
Income on Bonds 


25,291.67 

199.18 


25,000.00 

324.18 

166.67 


The amount of loss appearing in this entry is the difference between the 
carrying value of the investment at March 1 , 1969, which is S25,324.18, 
and the net selling price of the bonds ($25,000 times 100%, or $25,125). 
The two entries shown above might be condensed into one, but such a 
lengthy explanation of the amounts would be required that two entries 
seem to be preferable to one. 

For the purpose of saving time, as indicated in the beginning of this 
section, all sains on investments have been recorded as Gain on Sale of 
Investments; whereas all losses have been debited to Loss on Sale of 
Investments. In individual cases, it is necessary for the accountant to 
ascertain, in the light of all pertinent information, whether such gains and 
losses are in fact operating transactions affecting net income, or are 
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adjustments of fund principal and therefore to be credited or debited to 
the Fund Balance account or other account recording the fund surplus. 

Accounting for pooled investments 

For a governmental unit owning a large volume of investments, with 
ownership distributed among a number of funds, pooling of investment 
custodianship and management offers an opportunity for increasing fund 
revenue. This is true (1) because management of a large volume of 
investments permits advantageous diversification, and (2) because it 
brings the possibility of greater flexibility in the investment program than 
if the investments of each individual fund were required to be managed 
separately. Pooling of investments consists of changing from individual 
fund ownership of specific investments to individual fund ownership 
of an undivided or undistributed interest or equity in a collection of 
investments. The exact plan of pool management and related accounting 
procedures are subject to man)'’ variations. The illustrations which will 
follow represent only one possibility. 

Normally a first action in the pooling operation is an inventory of all 
the investments to be pooled by the participating member funds, as a 
measure of each fund’s contribution to the pool. In addition to listing the 
investment items to be contributed by each fund, the inventor) 7 should 
show, as of the effective pooling date (1) the market value of the 
individual item (share of stock, bond, piece of real estate, etc.), (2) 
accrued interest on interest-bearing debts, (3) dividends declared but 
unpaid on stocks, and (4) any other rights or appendages of value which 
may be attached to property items (rents, royalties, etc.). Management of 
the pool may be either internal or in the hands of an independent fiscal 
agent. 

The illustrations which follow are designed primarily to show the flow 
of financial information through a fund member of a pool, without 
discussion of the many possible variations. To simplify and shorten the 
examples, accounts for unamortized premium and unamortized discount 
will be omitted from the entries. 

1. The inventor) 7 of investments to be pooled by the Kramer Memorial 
Fund of the city library showed the market value of investments ro be 
pooled to be $387,000, compared with a book value of $361,000. 

Investments 

Fund Balance 


26,000 

26,000 


2. The investments were transferred to the pool: 


Pool Investments 
Investments. 


387,000 


387,000 
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On the books of the fund managing the pool the following entrv would 
he appropriate: 


Pool Investments 387,000 

Fund Balance (controlling account) 387,000 


A subsidiary record would show the individual fund to he credited with 
the balance. 

Had the memorial fund been recording differences between par value 
and cost for some or all of its investments, the Unamortized Premium and 
Unamortized Discount accounts would have been reclassified as pool 
items in the above entry, i.e., Unamortized Premium on Pool Investments, 
etc. The status of discount and premium amortization in the periodic 
statement of earnings has been discussed elsewhere. 

The fund charged with management of pooled assets buys and sells as 
seems advisable in the light of market and other pertinent conditions and 
demands. Equilibrium of earnings over a number of periods on a given 
total of investments is a desirable feature for many trust funds. Equilib- 
rium of investment is a semicontrollable factor in producing equilibrium 
of income. One device available for bringing this about is an account 
which has been called Reserve for Realized Gains and Losses on Pool 
Investments. When pool management disposes of an investment at a gain, 
the amount of gain is credited to the reserve account. This causes the 
holding back of cash which resulted from the gain and makes it available 
for investment. When investments are disposed of at a loss the amount of 
loss is debited to the reserve. An imaginary sale of pooled investments 
might yield the following entry: 


Pool Cash 1 1,970 

Pool Investments 10,000 

Unamortized Premium on Pool Investments 620 

Reserve for Realized Gains and Losses 1,350 


This transaction is not one to be recorded on the pool members’ books. A 
similar entry would be made for a sale at a loss, except the balancing 
element would be the amount of the loss, debited to the reserve. Employ- 
ment of a single reserve for recording all gains and losses on sales demon- 
strates the cooperative nature of investment pooling. 

Receipt and distribution of income may be administered by the fund 
operating the investment pool or by a separate fund. Regardless of the 
fund managing income, the receipt thereof might be recorded as follows: 


Pool Cash 3,000 

Undistributed Pool Income* 3,000 


4 A more descriptive title for this account is Undistributed Income on Pool 
Investments, 
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Income from pool investments is distributed to participants on the basis of 
their relative investments in the pool. 

For the fund administering pool income a distribution would be re- 
corded as follows: 


Undistributed Pool Income 40,000 

Pool Cash 40,000 


Obviously the distribution of income by members might have been re- 
corded as a liability (debit Undistributed Pool Income, credit various Due 

to accounts) prior to disbursement. Receipt of income from pooled 

investments is recorded by the Kramer Memorial Fund in the same 
manner as any other receipt: 


Cash 1,200 

Income on Investments (or Pool Investments) 1,200 


Many details are involved in selecting the exact combination of pro- 
cedures to be followed by a given institution or agency adopting the 
pooling method of accounting for some or all of its investments. Omitted 
from this discussion are other methods of measuring a participating 
fund’s contribution to a pool, measurement of income by periods, ac- 
counting for gains and losses on disposal of investments, accounting for 
undistributed income, etc. Much of the variation in accounting procedure 
which exists is due to variations and conditions under which the pool 
is operated. 

Subsidiary records for investments 

Throughout the foregoing discussion of investment transactions, refer- 
ences have been made to general ledger accounts only. Obviously, from 
the amount of detailed information associated with investments, when the 
number of items exceeds 10 or 15, it becomes necessary to constitute the 
general ledger accounts as controlling accounts supported by a subsidiary 
account for each item. Furthermore, diversity of investments may call for 
two or more controlling accounts such as Stock, Bonds, Mortgages, Real 
Estate, Savings Accounts, and possibly others, each with its subsidiary 
ledger. 

In accordance with rules stated elsewhere, ownership of large numbers 
of bonds makes it desirable to operate separate accounts for unamortized 
discount and unamortized premium. Use of the three controlling accounts 
for recording the bond carrying value does not require three separate 
subsidiary ledgers. In the one subsidiary ledger, one column (Par \ a* uc ) 
supports the Bonds controlling account in the general ledger; the Unam- 
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ortizccl Premium column in the subsidiary ledger supports the general 
ledger control of the same name; and finally, the Unamortized Discount 
column in the subsidiary record supports the Unamordzed Discount 
control account in the general ledger. 

Statements of investments 

For administration purposes, detailed statements of fund investments 
are indispensable. The form of such statements will vary, of course, from 
general summaries to well-classified schedules by items and funds. An 
example of the former is the statement of investments published by one 
institution in which a detailed listing of items by funds is given, with a 
columnar classification as to United States Government Bonds, Other 
Bonds, Capital Stock, Building and Loan Shares, Real Estate, and others. 
No indication is given as to whether the figures shown arc at original cost, 
amortized cost, or market value. (See below.) 


Name of Fund and Item 

United States 
Government 
Bonds 

Other 

Bonds 

Building 
and Loan 
Shares 

Capital 

Stock 

Memorial Fund: 

Treasury bonds 

$14,000 




Standard Oil Company .... 
First Savings and Loan 
Company 


SI3,1S6 

$1,620 






Another statement of investment form provides for greater detail than 
the summary shown above. Examination of Illustration 8-11, presenting a 
partial statement modeled on a more elaborate form, reveals the superior- 
ity of the latter collection and arrangement of information. 

One shortcoming of Illustration 8-1 1 is its limitation to use for bonds, 
mortgages, and notes. Because neither premium nor discount on stock is 
amortized, not even that form of investment can be satisfactorily in- 
cluded. Still less is the form suited to real estate, building and loan shares, 
savings accounts, etc. 

With some experience the imaginative and resourceful accountant can 
learn to prepare a schedule to fit whatever situation he feels should be 
analyzed for use by the management of the investments at hand. Some of 
the normal requirements would likely be: 

1. Exact name and date or period of the schedule. 

2. Exact description (name, number, date, etc.) of the items being scheduled. 

3. Maturity or expiration date, if any. 

4. Cost. 

5. Par or maturity value. 
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6. Nominal rate of return. 

7. Premium or discount if items are bonds. 

8. Rate of depreciation or other form of amortization if items arc subject 
to cither of those processes. 

9. Information totals which agree with controlling account balances, if any. 

10. Any other information which, in brief form, would be of assistance in 
managing the investments. 

Pension and retirement funds 

The rapid growth, in number, size, and complexity, of pension, retire- 
ment, and other deferred benefit arrangements has necessitated the devel- 
opment of new accounting techniques to record the rights and privileges 
of beneficiaries and obligations of the benefactors and trustees, where the 
latter two are different. Terms of some trust arrangements which are the 
results of intensive negotiations require judicial interpretation for determi- 
nation of the rights and obligations of the two parties. Actuarial calcula- 
tions and stipulations in the terms of some trust agreements must be 
accurately and precisely reflected in the manual of accounts, which leads 
to an increased number of accounts in order to properly describe all facets 
of the agreement. 

It is beyond the scope of this book to provide a discussion of pension, 
retirement, etc., fund accounting that would do justice to the more 
important aspects of the subject. A discussion and illustration of entries 
for a variety of equity or reserve transactions is contained in the National 
Committee on Governmental Accounting’s 1968 manual. 5 * 


Nongovernmental uses of trust funds 

Thus far, trust funds have been discussed in connection with their use 
in civil government. Other uses of trust fund procedures are many and 
varied. Practically all institutions of higher learning, even those supported 
primarily by the state, make use of trust funds — some of the institutions 
doing so on a yen 7 large scale — to account for endowments and other 
grants. Many hospitals require trust funds on account of gifts, both 
expendable and nonexpendable, for assistance in hospital financial opera- 
tions. 

In addition to those uses of trust funds already mentioned, they abound 
among private organizations — churches, benevolent societies, fraternal 
and social organizations, labor unions, and cemeteries, for example. In ac- 
counting for nongovernmental trust funds, since there is no general pat- 
tern of purposes, the need for careful investigation into what each fund 
can and cannot do, alluded to earlier in this chapter, is of paramount 
importance. 


5 National Committee on Governmental Accounting, Governmental Accounting, 

Auditing, and Financial Reporting (Chicago: 1968), pp. 76-78. 
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QUESTIONS 

1. In the text of this chapter it is stated that book value of corporate stock 
at time of disposal will be the same as cost. Is this true of common 
stock which has been the subject of a stock dividend or stock split be- 
tween the time of acquisition and of disposal? Explain. 

2. The federal social security fund makes payments to beneficiaries with- 
out regard to the amounts paid in by the given beneficiaries. What 
bearing has this upon the method of accounting for income on invest- 
ments owned by the fund? 

3. The management of a certain endowment fund is required to invest 
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money of the fund in bonds that will yield at least 3% percent per year. 
Which method of amortizing premium or discount (straight-line or 
scientific) is indicated by that stipulation? 

4. bonds with a par value of Si 5,000 were purchased for a trust fund: 

<t) Record purchase of the investment at 102, with the par value and 
premium recorded separately. 

/;) Record amortization of $25 of the premium. 

c) Record purchase of the investment at 98, with par value and dis- 
count recorded separately. 

d) Record amortization of $25 of the investment. 

e) State the book, or carrying, value of each investment after four periods 
of amortization at $25 each. 

5. It is possible for permanent agency fund to have, in a normal manner, 
no financial structure (no balance sheet) at the end of a fiscal period. 
How? 

6. What do you think would be the most important subsidiary record of a 
retirement fund for the employees of a governmental unit? 

7. What condition or circumstance would be most fitting for use of each 
of the following three methods of disposing of discount on bond invest- 
ments: 

a) Scientific? 

b) Straight-line? 

c) Taking up all gain on discount when the investment is sold or other- 
wise disposed of? 

8. The County of Rumford historical museum endowment fund illustra- 
tions (Illustrations 8-1 through 8-7) omit closing entries. Refer to 
information given in the illustrations and make an appropriate closing 
entry or closing entries for the fund at December 31, 1969. 

9. If a trust fund has most of its resources invested in corporate bonds 
which were acquired at a discount, what stringency may arise if discount 
is amortized periodically and all income of the fund is expendable? 

10. A cemetery perpetual care fund received by bequest $60,000 par value 
of Inland Corporation 4 percent bonds which were recorded at $58,800, 
the market price at date of receipt. Maturity date of the bonds was 10 
years hence. 

a) For practical purposes why is it necessary to employ straight-line 
amortization for determining periodical effective interest in this ex- 
ercise? 

b) What is the annual income on this investment if amortization of 
discount is considered to be a function of income? 

c) What is the annual income if the “general rule” is applicable? 

d) Considering discount amortization as a function of income and as- 
suming that interest for the last period has been recorded, make an 
entry for maturity of the bonds. 

e) Again assuming that last period interest has been recorded, make an 
entry for maturity of the bonds if the “general rule” has been in effect. 

11. In accounting for a testamentary trust, there is a problem of separating 
the items that should be charged against principal from the items that 
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should be charged against income. As to each of the following items 
you are to state whether it should be charged against principal or against 
income, assuming that the most general rule of law is to be followed. 
Give any explanation you may consider necessary in connection with 
vour answers. 

a) Federal estate taxes paid. 

b) Interest paid on mortgage on real estate. 

c) Depreciation of real estate. 

d) Legal fees for collection of rent. 

e) Special assessment tax levied on real estate for street improvement 

f) Amortization of premium on bonds which had been purchased bv 
the testator. 

g) Loss on sale of trust investments. 

h) Taxes on vacant city lots. 

(AICPA) 


PROBLEMS 

1. Compute the cost of each of the investments described below' by each 
of the two methods described in this chapter. There is no accrued interest. 

a) $100,000 par value of 3 Vz percent bonds (interest J and D 1), to ma- 
ture on December 1, 1975, bought on June 1, 1969, to yield 3 percent 
compounded semiannually. 

b) $100,000 par value of 4 percent bonds (interest F and A 1) to mature 
on August 1, 1979, bought on August 1, 1969, to yield 5 percent com- 
pounded semiannually. 

(In using amounts from Appendix 3, Table A, for this problem, four 
decimals may be dropped, and from amounts in Table B, three may be 
dropped. ) 

2. a) Compute the net amount of premium or discount on each of the 

following investments: 

(1) $30,000 par value of corporate bonds, interest at 3 percent, payable semiannuall), 
purchased half way through an interest period at 99 % (not including accrued inter- 
est), with brokerage and various other incidental costs of $141. 

(2) $40,000 par value of corporate bonds, interest at 4 percent, payable semiannually, 
purchased three fourths of the way through an interest period, at 101 (including 
accrued interest) with brokerage and other incidental costs of S 167. 

(3) $10,000 par value of corporate bonds, interest at 4 percent, payable semiannua y 
purchased one fourth of the way' through an interest period, at 102 and accru 
interest, with brokerage and other incidental costs of $49. 


b) In each of the above three cases what was the total cash outlay in r ‘ ,e 
purchase? 

3. On January 1, 1952, Cromwell Manufacturing Company issued 5500,000 
par value of term bonds scheduled to mature January 1, 1972. They bear 
interest at 4 percent per annum, payable semiannually, J and J 1. 

You are required to do the follotving things: 
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n) Assume $20,000 par value of the bonds were acquired by a trust fund 

on July 1, 1969, at a price to yield 3 percent per annum, compounded 

Semiannually, and determine the purchase price. 

b) Assume S20,000 par value of the bonds were acquired by a trust fund 

on July 1, 1969, at a price to yield 5 percent per annum, compounded 

semiannually, and determine the purchase price. 

c) Prepare a premium amortization schedule for purchase of the bonds 
at a 3 percent effective rate. 

d) Prepare a discount amortization schedule for purchase of the bonds at 
a 5 percent effective rate. 

Note: For this problem amounts from Appendix 3, Table A, may be 
rounded to four decimals and those from Table B to three 
decimals. Doing this will sacrifice some accuracy of results. 

e ) What would be the correct designation of the table prepared for 
part (d) if one wishes to describe it as an nccuvndation arrangement? 

4. In the city of Oxford there were four trust and agency funds: metro- 
politan school system employees’ general retirement fund, city employees’ 
retirement fund, employees’ benefit plan fund, and payroll deductions 
fund. Below are several paragraphs of financial information as of June 30, 
1969, about the four funds. 

(1) Total general cash of the four funds aggregated $702,816, distributed: $103,590 
to the school system retirement fund; $476,381 to city employees’ retirement fund; 
$91,077 to the benefit plan fund; and the balance to the payroll deduction fund. In 
addition to general cash, the school system fund had $307 of petty cash. 

(2) Fund members and disability pensioners owed a total of SI 3 1,874 accounts re- 
ceivable, distributed: general city employees, S60,104; school system, S71,009; 
and the balance to the benefit plan. Only the school system carried an allowance 
for losses that amounted to SI, 202. 

(3) For contributions and transfers to the benefit plan fund, various other city funds 
owed it $92,066. 

(4) Ownership of United States savings bonds by the funds totaled S30,374,000, dis- 
tributed: $18,999,000 to the city employees’ retirement fund; $1 1,075,000 to the 
school system; and the balance to the benefit plan fund. 

(5) United States Treasury bonds having a current redemption value of $5,039,654, 
owned by the funds, were distributed: S 3 ,00 1,218 to the city employees’ fund; 
Sl,992,003 to the school system; and the remainder to the benefit plan. 

(6) Two of the funds owned $ 14,661,000 par value of city of Oxford bonds. Of this, 
$11,044,000 belonged to city employees’ fund, and the remainder to the school 
system. 

(7) The city of Oxford bonds had been acquired at a premium. At June 30, 1969, the 
unamortized balance on the $14,661,000 par value totaled S399.874, of which 
S 198,444 was applied to bonds held by the school system fund and the balance to 
city employees’ retirement fund. 

(8) Accrued interest income at June 30, 1969, consisted of S286 for the employees’ 
benefit plan; $47,401 for the school system; and S 1 64,7 1 3 for the city employees. 

(9) The school system retirement fund had prepaid insurance of $114, and office 
furniture and fixtures with an unamortized cost of $6,41 1, while the benefit plan 
fund had prepaid hospital and surgical benefit premiums of SI 6,409. 

(10) Accounts payable to members and beneficiaries totaled $53,418, owed as follows: 
S 19,003 by the benefit plan; S30,001 by the school system; and the balance by the 
cit>' employees’ fund. Sundry accounts payable of $20,105 were owed by the 
benefit plan fund, and S193 by the school system fund. 

(1 1) The school system fund owed $16 to other funds and $901 to employees, while 
the payroll deduction fund was owing $1,816 to other funds. 
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You are required to do the following things: 

a) Prepare a trial balance for each of the funds at June 30, 1969. The 
balance of each fund will have to be derived. If desired, these may be 
in combined columnar form. 

b) Give the probable reason or reasons why the payroll deduction fund 
has so few accounts compared with the other three funds. 

c) Give the probable reason or reasons why the four funds had such a 
small amount of liabilities except to members and beneficiaries. 

5. At December 31, 1968, the Ambrose C. Rubey Memorial Loan Fund at 


Clear Springs College had the trial balance shown below. Loans are non- 
interestbearing and the fund is fully nonexpendable. 


Debit 

Credit 

Cash 

Loans receivable 

Investments 

Fund balance 

$ 420 

15,800 

10,100 

$26,320 


$26,320 

$26,320 


During 1969 the following transactions, in summary form, occurred. 

(1) Investments carried at $3,080 were sold for S3, 190 to accommodate additional loan 
applicants. 

(2) Announcement of a stock split of 2 for I was in connection with the 100 shares of 
S 1 5 par value Ralston Corporation common stock received as a gift when the market 
price was S21 per share. 

(3) $3,070 cash was received in payment of loans which had been made to former 
students. 

(4) $250 was received from the family of a former student in full payment of a loan 
which had been written off when the borrower was reported killed in military 
action. 

(5) $4,180 was loaned during the year. 

(6) A loan of $75 was written off as uncollectible after prolonged efforts to locate the 
borrower had proved unsuccessful. 

(7) A contribution of $300 in cash was received as a gift from a former borrower from 
the fund. 


You are required to do the following things: 

a) Record the December 31, 1968, balances in T accounts or on columnar 
paper, with two lines allowed for each account. 

b) Record the 1969 transactions, recording changes in Fund Balance 
directly in that account. 

c) Take a trial balance and prepare a balance sheet of the fund at Decern 
ber 31, 1969. 

d) Prepare a statement of changes in the fund balance. 

6. At X College a student organization agency fund is operated by the 

college administration to serve as the receiving and disbursing agent or 



8 — Trust and agency fund: 


231 


various campus organisations. Money collected by the affected organisa- 
tions is presented to a college administrative ofhee for deposit, with credit 
to Fund Balance, a controlling account, and to the proper subsidiary ledger 
account. Expenditures made by the organizations are reported to the ad- 
ministrative ofhee and disbursements arc made on behalf of the reporting 
organization, whose ledger account is charged. Monev not expected to be 
needed soon is transferred to the college investment pool. Income on in- 
vestments is transferred to a general current fund which pars operating 
expenses of the agency fund. 

At June 30, 1969, the student organization agency fund had the fol- 
lowing trial balance: 


Debit 

Cash S21.490.00 

Investments 27,692.04 

Vouchers payable 

Fund balance 


Credit 


S 8.1SS.02 
40.994.02 


S49. 182.04 S49.IS2.04 


During the next six months the following transactions occurred: 

(1) Purchases of investments were vouchered in the amount of S 19.860, which in- 
cluded S3 10 accrued interest (debit Accrued Interest Purchased). 

(2) 592,675.30 was received from student organizations for deposit. 

(3) Uncollectible checks totaling S297 were charged back to various student organi- 
zations. 

(4) During the period, the college transferred to its general current fund the amount 
of $15.20 held in the name of an organization which had been defunct for several 
years (not vouchered). 

(5) During the period, the college trustees decided to pool the investments of all 
institutional funds and those belonging to the student organization agency fund, 
including those reported in the first transaction, were transferred at book value 
to the pool (debit Investments — Pool). 

(6) Cash received as interest on investments during the period amounted to only $790. 
which included the amount of interest which had been purchased. The actual 
income was credited to Due to General Current Funds. All other income collected 
during the period (on pooled investments) was collected by the college administra- 
tion and retained to cover costs of administering the fund. 

(7) Bills and statements presented by student organizations for payment during the 
period totaled $89,404, which was vouchered and charged to their accounts. 

(8) Payment was stopped on S 180 of old outstanding checks, while other old checks 
for which the payees could not be located were voided, and the total of $430 was 
credited back to the respective student organizations. 

(9) Towards the end of the period it became necessary for the college administration 
to transfer $5,000 from the agency fund's share in pooled investments to its cash 
account. 

(10) One organization disbanded and its credit of $92.80 was refunded for distribution 
among its members. The transaction was vouchered. 

(11) $7,861.00 of vouchers payable remained unpaid at the end of the period and the 
amount owing to the general current funds had not been settled. 


You are required to do the following things: 

a) Open T accounts for the student organization agency fund for 
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June 30, 1969, journalize and post the above transactions, and take a 
trial balance for December 31, 1969. (Direct posting from transactions 
to T accounts and also use of a worksheet are acceptable. 
b) State how the balance on deposit at a given time to the credit of a 
given student organization would be determined. 

7. From the ledger accounts and transactions in the preceding problem 
(Problem 6) you are required to prepare a statement of cash receipts and 
disbursements for the student organizations agency fund lor the six months 
ended December 31, 1969. In determining the amounts paid for various 
purposes by the payment of vouchers payable, it may be assumed that 
both the beginning and ending unpaid balances of vouchers payable were 
for expenses of student organizations. All debits and credits to Cash 
during the period, however made, arc to be included as receipts or dis- 
bursements. 

8. The city of Kingston had a recreation project established by a wealthy 
former resident of the city. Activities of the project were carried on 
through a recreation endowment fund and a recreation operating fund. 
The former was nonexpendable as to principal, but its net income was 
automatically due to the operating fund, an expendable trust fund. At 
December 31, 1968, the trial balances of the nvo funds were as follows: 


Endowment Fund 


Debit Credit 

Cash S 7,830 

United States government bonds 12,500 

Accrued interest on bonds 75 

Corporation common stock (par) 30,000 

Land 12,000 

Buildings SS,000 

Allowance for depreciation — buildings $ 28,400 

Prepaid insurance 860 

Vouchers payable 

Accrued expenses ^0 

Due to operating fund 4,1 SO 

Fund balance ULW5 

SI 51,265 $151,265 

Operating Fund 

Cash $ 2,650 

Due from endowment fund 4,1 SO 

Vouchers payable 5 730 

Fund balance 6 ' 6 — 


S 6.S30 $ 6.S30 

During the year 1969, the following transactions, stated in summary form, 
occurred: 


(1) Rental collected on the building amounted to $7,200. . 

(2) A regular dividend of 6 percent and an extra of 3 percent were received. 
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(3) Repairs and maintenance on the building were vouchcrcd in the amount of $1,050. 

(4) Insurance premiums vouchcrcd during the year amounted to $240. 

(5) Interest of $250 was received on the government bonds. This included the amount 
accrued at December 31, 1968. 

(6) A contribution of $5,000 par value. 4 percent corporation bonds was received on 
May 15. At the date of receipt, these bonds were quoted at 103 and interest. 
Interest of $75 was accrued on the Ixinds at the time of the gift. Maturity date of 
the bonds was June 30, 1972. 

(7) A semiannual interest payment was received on the corporation bonds. 

(8) Miscellaneous expenses, arising from the operation of the building, were vouch- 
crcd in the amount of $360. 

(9) The endowment fund paid $3,000 to the operating fund. 

(10) During 1969 the operating fund vouchcrcd $2,000 for personal services. $600 for 
expendable recreation equipment and supplies, and $290 for miscellaneous ex- 
penses. 

(1 1) At the end of 1969 the operating fund had no vouchers payable. 

(12) During 1969 the accrued expense of December 31, 1968. was vouchcrcd. 

(13) The endowment fund had only $220 of unpaid vouchers at the end of the year, 
and these were for building repair and maintenance. 

(14) The balance of the amount due the operating fund from December 31, 1968, was 
paid. 

Below are stated a number of things, all or some of which may be re- 
quired for this problem. Total requirements probably represent enough 

work for a two-day assignment. 

Requirements: 

a) Record the accounts of the two funds at December 31, 1968. 

b) Record the 1969 transactions of both funds. 

c ) Make the adjusting entries. 

Adjusting information, other than for premium amortization, for the 
endowment fund at December 31, 1969, was as follows: 

1) Accrued interest on bonds (governmental and corporation), $115. 

2) Prepaid insurance, $740. 

3) Accrued miscellaneous expense, $290. 

4) Depreciation of building, 2 percent per year on cost. 


d) Prepare for each fund the following statements: 

1) Balance sheet. 

2) Statement of cash receipts and disbursements. (For the endowment fund, 
assume that both the vouchers payable and the accrued expense at Decem- 
ber 31, 1968, were for building repair and maintenance. For the operating 
fund, assume that the December 31, 1968 vouchers payable were for 
recreation supplies.) 

3) Statement of changes in the fund balance. 


e) Prepare a statement of income and expense for the endowment fund. 

f ) Make closing entries for both funds. 

9. At December 31, 1968, the police and fire employees’ retirement fund, 
city of Claremore, had the following trial balance: 
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Debit Credit 


Cash 

Accounts receivable — members 

.$ 124,533.56 


and disability pensioners 

1,550.80 


U.S. Treasury bonds (at par) 

U.S. savings bonds (present re- 

. 5,240,000.00 


demption value) 

City of Claremorc bonds 

. 757,019.50 


(at par) 

Unamortized premium on 

. 3,696,000.00 


investments 

81,011.91 


Accrued interest on investments. . 
Accounts payable — -members and 

48,830.50 


beneficiaries 


$ 1,185.47 

Reserve for pensions 


9,947,760.80 


$9,948,946.27 

$9,948,946.27 

Transactions during 1969 were as 

follows: 



(1) Members’ contributions received in cash during the year amounted to $1,276,- 
863.60, of which the amount of $1,550.80 was in settlement of amounts unpaid at 
the end of last year. 

(2) The city general fund paid the city’s contribution of $2,346,944.00. 

(3) Purchases of investments during the year were as follows: United States savings 
bonds, $1,387,740.00; city of Claremorc, $962,000 par value at a premium of 
$5,505.92; interest accrued at time of purchase of the bonds amounted to 
$9,363.69. (Debit Income on Investments.) 

(4) Payments to pensioners during the year amounted to $1,872,089.49, which in- 
cluded the amount due to members and beneficiaries at the end of last year. 

(5) On account of retirement from the fund, various members withdrew a total of 
$61,419.69. 

(6) City of Claremorc bonds of a par value of $500,000, on which all premium had 
been amortized, were redeemed during the year. 

(7) Unclaimed checks were redeposited during the year in the amount of $1,058.87. 
They were credited against pensions paid during the year. 

(8) Cash collections of income on investments during the year totaled $260,082.80, 

which included the amount accrued at the end of last year. Income accrued at the 

end of 1969 amounted to $62,077.93. 

(9) Amortization of premium for 1969 was $6,185.32. 

(10) Redemption value of U.S. savings bonds increased by $22,630 during the year. 

(11) At the end of 1969, members’ contributions due but not paid amounted to 
$2,287.05. 

(12) Pensions due but not paid at the end of 1969 amounted to $655.18, 

(13) No administrative costs were borne by the retirement fund, since they were pJi 
by the general fund. 

You arc required to do the following things; 

a) Record the account balances for December 31, 1968. Omit vouchering. 
/;) Record the 1969 transactions. Additional account titles: Contributions 
— Members; Contributions — City; Pensions Paid (includes due but not 
yet disbursed); Withdrawals by Members; Income on Investments. 

c) Prepare closing entries for December 31, 1969. Post to accounts. 

d) Prepare a balance sheet for December 31, 1969. 

c) Prepare a statement of cash receipts and disbursements for 1969. 
f) Prepare a detailed statement of changes in Reserve for Pensions an 
Annuities. List individual increase items and individual decrease items- 

For this problem it is permissible to use journalizing and posting, direct 
posting to T accounts, or a worksheet. 
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10. Among the trust funds of which the Clear Creek Ccnictcrv Association 
was trustee was one designated as the Stipp Memorial Fund. In 1969, 
the cemetery association trustees took action to pool the investments of 
ali funds of which it was the trustee. A separate fund. Pooled Investments 
Fund, was established to account for all assets pooled. A Pooled Investment 
Income Fund was established by that fund to account for receipts and 
distributions of pooled income. 

The following transactions occurred: 

(1) Investments carried by the memorial fund at 564,000 were inventoried at 
S 69.000. 

(2) The 569,000 of investments were transferred from the Memorial Fund ro the 
Pooled Investments Fund. 

(3) From cash pooled by various individual funds, investments were purchased at a 
cost of 5*80,000, which included 510.000 premium. 

(4) Later in the year, due to changes in the security market, bonds which had cost 
$17,000, of which 5500 was premium and on which no premium had 
been amortized, were sold for $17,120. 

(5) Other bonds which had cost $S,200 were sold for 58,110. Of the cost, $200 was 
premium, none of which had been amortized. 

(6) Cash income received by the Pooled Investment Income Fund totaled $16,380. 

(7) In a distribution of income for the year, the Stipp Memorial Fund re- 
ceived $2,070 from the Pooled Investment Income Fund as its share after 
amortization of premiums. Total distributed was 514,100. 

You are required to show for each transaction the entry- or entries which 
should have been made on the books of the fund or funds affected. 
For each transaction indicate for each entry- the fund to yvhich it pertains. 

1 1. The toyvn of Big Springs had not been operating a public library* prior to 
October 1, 1968. On October 1, 1968, James Jones died, having made a 
valid yvill which provided for the gift of his residence and various securi- 
ties to the town for the establishment and operation of a free public li- 
brary-, The gift yvas accepted by the town. The library- funds and operation 
yvere placed under the control of trustees. The terms of the gift provided 
that not in excess of S5,000 of the principal of the fund could be used 
for the purchase of equipment, building rearrangement, and purchase of 
such “standard” library* reference books as, in the opinion of the trustees, 
yvere needed for starting the library*. Except for this 55,000. the principal 
of the fund is to be invested, and the income therefrom used to operate the 
library' in accordance with appropriations made by the trustees. 

The property received from the estate by the trustees was as follows: 


Face or Appraised 

Description Par Value 

Residence of James Jones: 

Land 5 2,500 

Building (25-year estimated life) ... 20,000 

Bonds: 

AB Company 534,000 32,000 

C and D Company 10,000 11,200 

D and G Company 20,000 20,000 

Stocks : 

M Company-, 6 percent preferred 12,000 12,600 

S Company', 5 percent preferred 10,000 9,600 

K Company, common (300 shares) No par 12,900 

GF Company- (200 shares) 4,000 14,500 
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The following events occurred in connection with the library operations 
up to June 30, 1969: 


(1) 100 shares of GF Company stock were sold on November 17, 1968 for $6,875. 

(2) Cash payments were made for (a) alteration of the house, SI, 3 30; (b) general refer- 
ence books, S725; and (c) equipment having an estimated life of 10 years, $2,180. 
The trustees state that these amounts are to be charged to principal under the ap- 
plicable provision of the gift. 

(3) The library started operation on January 1 , 1 969. The trustees adopted the follow- 
ing budget for the year ended December 31, 1969; 


Estimated income from investment $5,000 

Estimated income from fines, etc 200 

Appropriation for salaries 3,600 

Appropriation for subscriptions 300 

Appropriation for purchase of books 800 

Appropriation for utilities, supplies, etc 400 


(4) The following cash receipts were reported during the six months to June 30, 1969: 


Sale of C and D Company bonds, including accrued 


interest of $80 $11,550 

Interest and dividends 3,100 

Fines 20 

Gift for purchase of books 200 

Total $14,870 


(5) The following cash payments were made during the six months to June 30, 1969; 


Purchase of 100 shares of no-par common stock of L and M 

Company, including commission and tax cost of $42.50 $ 9,655 


Payment of salaries 1,500 

Payment of property taxes applicable to the year ended 
December 31, 1968, based on an assessment as of 

June 30, 1968 200 

Purchase of books 900 

Magazine subscriptions 230 

Supplies and other expense 260 


Total 


$12,745 


(6) On June 30, 1969, there were miscellaneous expenses unpaid, but accrued, 
amounting to $90. Also, there were outstanding purchase orders for books in the 
amount of $70. 


Assuming the town records budgetary accounts, prepare ail statements 
necessary to show results of operation to June 30, 1969, and the financial 
position of the library as of June 30, 1969. Where alternate treatment of an 
item is possible, explain the alternate treatment, and state the justification 
for your treatment. 

(A1CPA, adapted) 

(Authors’ Note: Published solutions for this problem are based on apph' 
cation of the general rule governing classification of 
transactions as to principal and income.) 

CONTINUOUS PROBLEM 

8-L. The city of Bingham (see Problems 1-L. through 7-L.) has had an 
Employees’ Retirement Fund for many years. The fund is financed by 
actuarially determined contributions from the city general fund; the 
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employees make no contribution. Administration of the retirement fund 
is handled by general fund employees and the retirement fund docs not 
hear any administrative expenses. 

The balance sheet of the retirement fund as of the beginning of the 
year with which this problem is concerned is shown below: 


CITY OF BINGHAM 
Employees' Retirement Fund 


July 1 

Assets 

Cash S 6,360 

Interest receivable 
on investments. . . 15,000 

Investments, at par $ 7 50,000 
Add: Unamortized 

premium 840 750,840 


Total Assets. . . $772,200 


, 19— 


Liabilities, Reserves, and Fund Balance 

Annuities payable S 6,000 

Reserve for employer contribu- 
tions 550,000 

Reserve for membership an- 
nuities 20-1,600 

Reserve for variation in actuarial 

assumptions 3,600 

Reserve for undistributed in- 
terest earnings 2,200 

Fund balance 5,800 

Total Liabilities, Reserves, 

and Fund Balance $772,200 


a) Open a general journal for the Employees’ Retirement Fund of the 
City of Bingham. Record the following events in the general journal. 

(1) The interest receivable on investments as of the beginning of the year was 
collected in cash. 

(2) A liability for annuities payable was recorded in the amount of $75,000. 

(3) Contributions from the general fund in the amount of $49,980 were re- 
ceived. 

(4) Interest earnings received in cash amounted to $30,000; additional interest 
earnings were accrued in the amount of $16,000. One twelfth of the begin- 
ning balance of premium on investments was amortized. 

(5) Annuities in the amount of $78,000 were paid. 

(6) Contributions from the general fund in the amount of $54,500 were received. 

(7) Contributions revenue for the year was transferred to the appropriate re- 
serve account. 

(8) Advice from the actuary resulted in a transfer of $81,000 from the Reserve 
for Employer Contributions to the Reserve for Membership Annuities be- 
cause of retirements during the year. 

(9) Interest earnings of $12,800 were distributed to Reserve for Membership 
Annuities and interest earnings of $35,200 were distributed to Reserve for 
Employer Contributions; the balance of the Interest Earnings account was 
closed to the Reserve for Undistributed Interest Earnings. 

(10) Investments of $70,000 were purchased at par. 

(1 1) Make all necessary closing entries. 

b) Prepare an Employees’ Retirement Fund balance sheet as of year-end. 

c) Prepare a Statement of Cash Receipts and Disbursements of the re- 
tirement fund for the year. 

d) Prepare a Statement of Changes in Fund Balance for the retirement 
fund for the year. 

e) Prepare an Analysis of Changes in Retirement Reserves for the re- 
tirement fund for the year. 
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(ntragovernmental Service Funds 


Funds of this category have had, and to an extent probably will 
continue to have, such designations as “rotary,” “revolving,” and, most 
recently, “working capital.” While convenient to use in speaking and 
writing, rhe last-named appellation was thought to be potentially mislead- 
ing through association with the same words used to signify the excess of 
current assets over current liabilities in the balance sheet of any enterprise 
which uses those classifications of financial information. Notwithstanding 
the latest change in designation, the missions and operations of this kind of 
fund remain basically unchanged. “Intra” is a Latin word meaning 
“within,” so an intragovcrnmcntal service fund is one dedicated to service 
within the governmental unit to which it is attached, the historical mission 
of this class of funds. To economize on space and time, intragovernmental 
service funds will usually be referred to in this chapter as IGS funds. 
When a specific fund must be mentioned, it will usually be referred to as a 
stores and service fund, a printing fund, a garage fund or some other 
specific kind of fund. 

Characteristics of intragovernmental service funds 

IGS funds arc characterized by a twofold diversity: diversity 7 of pur- 
pose and diversity of accounting procedures. Purposes include the mainte- 
nance of central procurement systems for purchase, storage, and issuance 
of supplies and equipment; the rendering of services such as photography, 
printing, and maintenance and operation of vehicles and equipment; the 
operation of fabricating enterprises such as stone crushers, asphalt plants, 
and other manufacturing activities carried on by government generally 
and institutions in particular; and the furnishing of capital on a temporary 
basis for other funds, such as debt service funds and special assessment 
funds. Accounting procedures for IGS funds vary from the use of simple 
records built around four or five ledger accounts to extensive accounting 
systems including records for job order cost accounting. A second charac- 
teristic is their function of serving other governmental funds primarily 7 , in 
contrast with enterprise funds, which serve the public principally and 
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other governmental departments or activities on an incidental basis. A 
third characteristic of IGS funds is that their functions and operations 
often (but not invariably) necessitate the use of revenue and expense 
accounts, in order to permit equitable proration of costs and to prevent 
unrevealed impairment of fund capital. 

Like enterprise funds and a few trust funds, some IGS funds include 
depreciable fixed assets in their accounts. If the fund actually owns and 
uses fixed assets, it is desirable and customary to record them in its 
accounts for three reasons, as follows: 

1. A more accurate statement of operating cost is obtained by the inclusion 
of depreciation of fixed assets used. Presumably, fixed assets owned by a work- 
ing capital fund will have to be replaced through fund operation; so the 
amortizations of their cost should be included as an expense. 

2. Fund capital — which will probably represent, in part at least, the equity 
in fixed assets originally invested in or subsequently acquired — is properly 
accounted for. 

3. IGS funds may be established or increased from assets acquired through 
borrowing, to be repaid by the fund itself, in which event fund fixed assets 
may represent at least partial security for the loan or bond issue. 

Even though an IGS fund may use only fixed assets belonging to other 
funds, depreciation will normally be recognized, probably in memoran- 
dum form, in order to give an accurate statement of the cost of services 
rendered. 

Origination of IGS funds 

Having been authorized by some legally competent authority, an IGS 
fund ordinarily originates with the receipt of cash or other assets from 
another fund or some governmental agency. Receipts may represent 
(1) outright grants or contributions, (2) long-term advances, or 
(3) proceeds of bond issues. If the assets are received on a long-term 
advance basis, the IGS equity account for this advance should clearly 
disclose the liability nature of the item. If, on the other hand, the assets are 
received on a permanent basis, the equity account may be designated as 
“Contribution from General (or other) Fund.” A possible substitute for 
this title is “Capital,” with the exact source being recorded in the books of 
entry in explanatory or memorandum form. New accretions or reductions 
of capital through fund operations would be debited or credited to 
Retained Earnings. At one time it was common to record all capital of an 
IGS fund in a Fund Balance account, which would be debited or credited 
as required for loss or gain from operations. 

Assuming that an IGS fund is established by a contribution from the 
general fund, the initial entry on its books would be as follows: 


Cash 25,000 

Contribution from General Fund 25,000 
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The general fund would record this transaction in the same manner as any 
other expenditure. The nature of the expenditure and terms thereof, 
should be clearly explained. In some manner, the recipient fund’s records 
should state clearly the source of this initial contribution, to the end that 
in the event of the liquidation of the fund or the reduction of its capital 
the contributor may benefit from the liquidation or reduction, if so 
desired by those in authority. 

If the fund originates from a long-term advance, an approximate entry 
would be the following: 


Cash 25,000 

Long-Term Advance from Genera) Fund (or Capital 

Advance from General Fund) 25,000 


Whatever title may be used for the credit member of the above entry, its 
nature will be that of a long-term liability, thus to be shown in the fund 
balance sheet. The terms of the transaction represented by the above 
entry may stipulate the accumulation of an IGS fund surplus from earn- 
ings of the fund and the gradual liquidation of the long-term advance as 
the surplus grows. 

The recording of the above transactions on the creditor fund’s books 
will depend to a considerable extent on the laws or regulations governing 
the fund’s operations. Perhaps the prevalent situation is represented in the 
following entry, assumed to be on the general fund books: 


Long-Term Advance to IGS Fund 25,000 

Cash 25,000 


The debit title clearly differentiates the account from the common Due 
from Other Funds account, extensively used to record interfund short- 
term relationships. Since the transfer represented above has the effect of 
reducing general fund assets available for appropriation expenditures, the 
fact probably should be set forth in an entry evidencing a reservation of 
fund balance to cover the segregated amount. The following would 
accomplish a satisfactory transfer: 


Fund Balance 25,000 

Reserve for Long-Term Advance to IGS Fund 25,000 


Assets received from a bond issue may be recorded in an entry identical 
(as to account titles) with the one recording the general fund contribu- 
tion. Assuming that the bond issue has been authorized solely to provide 
initial capital for the IGS fund, bond issue entries might be recorded as 
shown below: 
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Cash 100.000 

Due to IGS Cor Garape, or Stores and Services) Fund. . . 100,000 

To record sale of bonds for purpose indicated. 

Due to IGS (or other) Fund 100,000 

Cash 100, 000 


To record transfer of bond proceeds to IGS (or other) fund 


As reported in Chapter 6 (Capital Projects Funds), a bond issue of the 
kind above docs not fit into any one of the standard classes of funds. It 
merely records the sale of bonds, with following transfer of proceeds to 
another fund. The entries shown above could be elaborated upon but 
without any apparent value, unless for compliance with laws or ordi- 
nances which might require a more detailed set of entries. 

During the past few years there have been some clearly defined 
changes in the generally accepted view of how the “capital” of an IGS 
fund should be recorded. Without discussing or appraising these changes 
it may be said that the weight of authorin' now favors stating capital 
(excess of assets over liabilities) in one or both of two accounts: 

1. Contribution from . 

2. Retained Earnings. 

The meaning and use of these two titles should be sufficiently well known 
to obviate a need for explanation at this point. For stores and other similar 
kinds of IGS funds that are planned to operate on the basis of cost, no 
earnings would ever be intended. In such a fund, for any excess or 
deficiency of periodic cost compared with total amounts charged, the title 
“Fund Balance” would be preferable. 

Omission of budgetary accounts 

Unless mandated by law, IGS fund procedure does not usually include 
operation through appropriations formally recorded in the fund accounts. 
There are two reasons for this deviation from the usual expenditures 
practice, as follows: 

1. Supplies, equipment, or services furnished by such funds go to other 
funds, in the main, and are chargeable to the appropriations or other com- 
parable authorizations of those other funds. That is to say, IGS fund expend- 
itures are intermediate stages in the expenditures of other funds; and since 
they have been authorized or appropriated for by one fund, it is unnecessary 
to repeat the operation. 

2. Regulating supply and service activities through formal appropriations, 
to be strictly adhered to, might even interfere with proper functioning of the 
fund. Its primary purpose is to supply tire total amount of service required by 
other funds. If these total requirements should exceed the amount authorized 
for the servicing fund, it would mean curtailing service below the amount 
needed or resorting to the legal procedure set forth for enactment of additional 
appropriations. 
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In some jurisdictions n compromise is practiced between no appropria- 
tions and rhe formal legal appropriation plan. It consists of an informal 
expenditure budget which does not go beyond memorandum form. It 
may have rhe flexibility of a commercial expenditure budget, thus serving 
as a guide to fund management, without the possible restrictive effects of 
a legally binding appropriation. 

Elimination of formal appropriation accounting raises the question of 
use or nonuse of encumbrance accounting. It may be argued that, since 
the IGS fund has no formal appropriation, it has no stared authorization to 
be encumbered. This being the case, opinions differ as to whether the 
encumbrance procedure typical of certain other funds can have any value 
for IGS fund operation. One writer has advanced four specific reasons for 
recording encumbrances of funds other than the general and special 
revenue funds: 

!. To prevent expenditures from exceeding rhe fund balance. 

2. To keep cash demands from exceeding cash supply. 

3. To give fund statements thar will report the extent to which fund assets 
are earmarked although nor obligated. 

4. To assist the central accounting ollicc in determining whether the fund’s 
operations conform to its basic provisions. 1 

Practical considerations in determining whether or nor to apply encum- 
brance procedures to IGS fund accounting would seem to be the size 
of rite fund and the variety and complexity of its operations. 

Stores intragovcrnmcntal service fund 

One of the simplest examples of an 1GS fund is a stores fund, which 
records very little other than the purchase and issuance of stores, and 
collections from the organizations receiving the stores, with all operating 
and overhead expenses paid and accounted for by some other fund, 
usually rhe general fund. So simple is this arrangement that in many cases 
a separate 1GS fund is nor established, bur the stores' department is 
operated as a pan of rhe general fund activity. Illustrative transactions and 
entries for a simple stores fund are as follows: 


Cash 1,000 

Advance from General Fund b®®® 

To record establishment of working capital fund. 

Stores S00 

Vouchers Payable 800 

To record purchase of stores. 

Due from General Fund 100 

Stores 


To record issuance of stores at cost to general fund. 


1 Fladger F. Tannery, St.rre Accounting Procedures (Chicago: Public Admmistra- 
rion Service, 19-13), p. 127, 
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Vouchers Payable FftO 

Cash ROO 

To record payment for stores purchased. 

Due from Various Funds 400 

Stores 400 

To record issuance of stores at cost. 

Cash 100 

Due from General Fund 100 


To record receipt of payment for stores issued to the general 
fund. 


In the operation of such a fund, it is not always possible to determine 
the exact cost of specific issuances. Therefore, it is to be expected that an 
inventory of stores at the end of a fiscal period will produce a total at 
variance with the balance of the Stores account, which, it should be 
mentioned, is likely to be a controlling account for subsidiary stores 
accounts for the several items handled. If it is assumed that a physical 
inventory showed a total of $325, rather than $300 as shown by the Stores 
''account, an entry should be made to adjust the perpetual inventor}* 
balance to agree with the physical inventor}' total, in the form illustrated 
below: 


Stores 25 

Fund Balance 2 25 


To adjust Stores account balance to agree with physical inventory. 


Obviously, subsidiary stores accounts should be adjusted to physical in- 
ventor}' detailed figures with respect to those items on which the two 
differ. Had the physical inventory total been less than the Stores account 
balance, the entry presented above would be reversed, throwing the fund 
into a temporary deficit position. 

A balance sheet of the stores fund at this juncture would appear as 
shown in Illustration 9-1. 


Illustration 9-1 


Assets 

Cash 

Stores 

Due from various funds. 
Total Assets 


CITY OF YARMOUTH 
Stores Fund 

Balance Sheet, June 30, 1969 

Liabilities and Fund Balance 


5 300 Advance from general fund $1,000 

325 Fund balance 25 

'WO Total Liabilities and Fund 

$1,025 Balance $1,025 


2 Since a supplies fund of the sort illustrated here operates on an “at cost” basis, it 
should have no earnings; so Fund Balance seems a more appropriate title for this 
excess. 
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If the IGS fund is required to bear its operating expenses, but it is not 
desired to have a detailed accounting for these costs, satisfactory results 
may be obtained by the addition of an Overhead account, to be charged 
with all operating costs of the fund. Payments of operating expenses 
would be typified by the following entry: 

Overhead 75 

Cash 75 

Since all costs of the stores fund must be absorbed by those who use its 
services, it becomes necessary to absorb overhead expenses through 
amounts charged for issuances. This may be accomplished (1) through 
transfers from the Overhead account to the Stores account after each 
purchase of stores or (2) through the loading of each charge for stores 
issued with a portion of the overhead. Regardless of the method used, 
some predetermined arbitrary basis — probably the cost of the stores — 
would have to be employed for deciding the amounts of transfers from 
one account to the other. The loading of overhead might logically be in 
terms of a percentage of cost, the percentage used being based on past 
experience, modified by provision for any change expected in the rela- 
tionship during the current period. If it is assumed that the loading rate is 
10 percent and that stores that cost $1,000 have been received, the follow- 
ing entry would be made: 

Stores 100 

Overhead 100 

Issuances of stores when this method is followed would then be charged 
out at 1 10 percent of cost, crediting Stores for the marked-up amount. 

If the loading is based on the cost of stores issued, the entry for the 
issuance of stores that cost $1,000 would be as follows: 


Due from Other Funds 1,100 

Stores 1,000 

Overhead 100 


A stores fund is likely to use some of its own merchandise in its own 
operations. This is a sort of overhead, to be charged to the account of that 
name. Should the merchandise consumed be loaded with overhead when 
the transaction is recorded? The answer is negative. Since Overhead is to 
be charged for the transaction, any amount removed from overhead by 
the loading operation would be returned to it in the same transaction. 

Over- or underapplied overhead 

Since Overhead is debited on an actual basis and credited on an esti- 
mated basis, it is apparent that at any given time and at the end of a fiscal 
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period the account will probably show an over- or under-absorption 
actual cost. The fiscal year-end balance might conceivably be carried o 
to the next fiscal period, with the idea of absorbing variations of 
opposite kind in subsequent periods. The preferred treatment of over- 
underabsorbed balances appears to be to dispose of them periodically 
an entry such as the following: 


Overhead 60 

Fund Balance 60 


To transfer amount of overabsorbed overhead to Fund Balance. 


If the rate used had been so low as to lead to undcrabsorption, indica 
by a debit balance in Overhead at the end of the period, the forego 
entry would be reversed. After Stores has been brought into agreem 
with the physical inventory and Overhead closed to Fund Balance, 
latter account is adjusted and ready for inclusion in a balance sheet. 

Detailed accounting for operating costs 

Intragovernmcntal service funds of considerable magnitude may 
quire a complete set of profit and loss accounts sufficiently detailed to g 
adequate managerial control over fund operations. These may include c 
or more income accounts and as many expense accounts as seem to 
necessary for adequate description of operating costs. 

In the paragraphs preceding the last one, the discussion related 
distribution of overhead when all operating expenses of a stores fund ; 
recorded in a single Overhead account. Such a problem is only a segmi 
of the much larger issue of properly determining the amount to 
charged for IGS fund service, especially when operating expenses rep 
sent a major portion of total costs. This refers to such a situation as mis 
be found in a municipal garage or a governmentally owned and operai 
printing shop. Ordinarily, some costs of such enterprises are more or 1 
direct, varying with the amount of service rendered and therefore ider 
fiable for billing purposes. On the other hand are general items such 
superintendence and depreciation of fixed assets used. 

Two distinct methods are available in accounting for large-scale op 
ating costs, as follows: 

1 . If direct, identifiable costs constitute a substantial portion of the tc 
cost of the service or commodity, these may be charged to the job or otl 
unit by direct posting, without passing through an intermediate account. Otl 
costs may be applied indirectly on some standard, predetermined basis. Th 
the total charge to the using agency will consist pardy of direct items a 
partly of indirect amounts. For example, repair service by a garage or ma 
tenance fund will consist of the actual cost of direct labor and parts or si 
plies used, plus some additional amount for indirect costs. This method 
most effective if operated through a formal job order system of cost accou: 
ing. 
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2, If direct, identifiable costs constitute a minor portion of the total cost of 
the service or commodity, all costs, of whatever nature, may be summarized 
in an intermediate account or accounts and distributed to each unit of sendee 
or commodity on some standard, predetermined basis. This means that charges 
to using agencies will be on an average basis, with little or no reference to the 
actual cost of the job or other unit received. For example, under this method 
the use of automotive equipment will be charged to the user at a specified rate 
per mile or hour of use, without reference to ascertainable actual costs. 


Bases for distributing indirect costs 

Opinions differ as to the most acceptable plan for calculating a basis 
for distributing- indirect costs under the first method discussed above and 
for distributing all costs under the second method. Three plans have been 
used, as follows: 


1. Periodic distribution by proration of all indirect costs incurred during a rel- 
atively short period of time, such as one month. Thus, if total direct costs 
incurred during a given month are $20,000 and total indirect costs are 
$5,000, each charge to a user may consist of four fifths direct costs and one 
fifth indirect costs. If direct costs of materials, supplies, or services furnished 
to a single user amounted to $400 during a given month, the total charge to 
the user would be $500. All indirect costs of a given month would be fully 
absorbed by charges to units or agencies using the fund during that month. 
As in industrial cost accounting, overhead expenses of an IGS fund may be 
levied on a direct labor cost or direct labor hour basis, if those factors 
appear to give the more logical distributions. 

Objections to the actual-cost proration plan are twofold: 

a) Inconvenience. No billing for tangible goods or for services can be com- 
pleted until after the end of the month in which delivery is completed. 
If the transaction begins in one month and ends in another, further 
complications arise. 

b) Inconsistency. In some months, indirect expenditures may be dispro- 
portionately large, although the cause of the expenditure, such as a major 
repair, may have been accruing over many past months; or the benefit 
of the expenditure may extend over many future months. For the total 
cost of such an item to be borne only by those using the fund in that 
particular month is inconsistent. Equally great inconsistencies occur in 
those months when indirect cost expenditures are abnormally low. 

2. Distribution of indirect costs by the use of a predetermined rate based upon 
some short period of time, such as a month. This method avoids one result 
of the actual proration method, that is, delay in h illin g until the end of a 
month. However, it is open to the objection that rates based on short peri- 
ods are likely to be inconsistent because of temporal fluctuations in the 
amounts expended for indirect costs. This means that departments or 
agencies receiving service in months when overhead expenditures are un- 
usually large will bear more than a fair share of their burden. The reverse 
situation occurs in months when overhead expenditures are light. 

3. Distribution of indirect costs by the use of a predetermined rate based upon 
a longer period of time. This method permits prompt hilling to using agen- 
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cics and may be expected to give a fairer distribution, since indirect costs 
arc likely to be more uniform year by year than month by month. 

Use of a predetermined rate, regardless of the base period, will ccrtainlv 
lead to over- or underabsorbed balances at the ends of fiscal periods. As 
suggested elsewhere, these balances may be closed out to a fund capital 
account or may be forwarded to the next year, to be absorbed along with 
the expenditures pertaining to that year. Unless the balance is unusually 
large, the former procedure is probably the more satisfactory. If the 
balance, whether debit or credit, is unusually large, that fact would seem 
to call for substantial revision of the rate to be used in the next period, 
regardless of whether the said balance is closed to fund balance or re- 
corded as a deferred cost to be carried to the following year’s operations. 

Illustration 9-2 
CITY OF AUSTIN 


Garage Service Fund 
After-Closing Trial Balance 
April 30, 1968 

Debit Credit 

Cash (overdraft) $ 150 

Due from general fund S 1,300 

Accounts receivable 300 

Parts and supplies inventory 6,000 

Machinery and equipment 25,000 

Allowance for depreciation — machinery and equipment 5,000 

Buildings 15,000 

Allowance for depreciation — buildings 2,000 

Land 1,500 

Due to electric utility fund 100 

Vouchers payable 1,740 

Contribution from general fund 40,000 

Retained earnings 110 


$49,100 $49,100 


Intragovernmental service fund entries and statements 

Most IGS funds require balance sheets, and those of any considerable 
magnitude also should have operating statements and statements of 
changes in retained earnings. Transactions, entries (in general journal 
form), and statements of an IGS fund of the service type will be pre- 
sented to illustrate basic accounting for such a fund. 

An after-closing trial balance is presented in Illustration 9-2. 

Summary transactions for the next year and entries therefor -were as 
follows: 


1. Due from General Fund 49,000 

Due from Street Fund 7,000 

Billings to Departments 56,000 
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To record $49,000 of sendees rendered to general fund and 
$7,000 to street fund. 


2. Accounts Receivable 700 

Miscellaneous Charges (or other revenue account) 700 


To record $700 of sendees rendered to nongovernmental 
agencies. 


3. Parts and Supplies Inventory 30,000 

Vouchers Payable 30,000 


To record purchase of parts and supplies. 

(Note: If encumbrances were used by the working capital fund, the stand- 
ard encumbrance entries would have been made when purchase orders were 
issued and the necessary reversal entries made when orders were filled with 
liabilities recorded. To save space in this example, encumbrances will not be 
recognized.) 


4. Direct Labor 16,000 

Cash 16,000 

To record amount paid for direct labor during the year 

5. Power and Light 1,800 

Due to Electric Utility' Fund 1,800 

To record bills for electric current received during the year 

6. Salaries 4,500 

Cash 4,500 

To record payment of compensation to employees not en- 
gaged in direct labor. 

7. Office Expense 900 

Cash 900 

To record office expense paid in cash. 

8. Vouchers Payable 31,000 

Cash 31,000 

To record amount of vouchers paid during the y T ear, 

9. Cash 55,800 

Due from General Fund 49,200 

Due from Street Fund 6,600 

To record receipt of cash from the general and street funds. 

10. Cash 600 

Accounts Receivable 600 


To record collections on amounts due from nongovernmen- 
tal sources. 


11. Retained Earnings 65 

Accounts Receivable 65 


To write off account deemed uncollectible, on proper au- 
thorization. 

(Note: Because of the relatively small amount of accounts receivable, the 
fund does not set up an allowance for estimated losses.) 
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12. Due to Electric Utility Fund 1,300 

Cash 1,300 

To record payments on electric hills. 

13. Miscellaneous Expense 110 

Cash 110 

To record payment of miscellaneous expenses not other- 
wise classified. 

14. Parts and Supplies Used 31,000 

Parts and Supplies Inventory 31,000 

To record total of stores requisitions for the year. 

15. Power 1,640 

Miscellaneous Expense 160 

Power and Light 1,800 

To reclassify electric current charges, based on meter 
records, between direct and indirect costs. 

16. Depreciation — Machinery and Equipment 2,500 

Depreciation — Buildings 450 

Allowance for Depreciation — Machinery and Equipment . 2,500 

Allowance for Depreciation — Buildings 450 


To record depreciation of machinery and equipment at 10 
percent per annum on cost, and of buildings at 3 percent per 
annum on cost. 


17. Parts and Supplies Used 150 

Parts and Supplies Inventory 150 


To adjust latter account to agree with physical inventory of 
parts and supplies at April 30, 1969. 

(Note: Entries 15, 16, and 17 are essentially adjusting entries.) 


Illustration 9-3 presents the trial balance at April 30, 1969; Illustration 
9-4, the balance sheet at the same date; and Illustration 9-5, the statement 
of operations for the fiscal year 1969. 

Although not of vital importance, a statement of changes in retained 
earnings may be of interest to IGS fund management. In form, the 
statement is not unlike that of the comparable statement found in com- 
mercial accounting practice (see Illustration 9-6). 

If any reason existed for detailing the cost of parts and supplies con- 
sumed in the year’s operations, the information could be provided in a 
statement similar to the cost of goods sold or cost of goods used in a 
mercantile or manufacturing enterprise. Such a section, using city of 
Austin figures, would appear as follows: 


Cost of parts and supplies used: 

Inventory, April 30, 1968 $ 6,000 

Purchases 30,000 

Cost of Parts and Supplies Available 36,000 

Less: Inventory, April 30, 1969 4.S50 

Cost of Parts and Supplies Used 531,150 
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Illustration 9-3 

CITY OF AUSTIN 

Garage Service Fund 
Trial Balance, April 30, 1969 


Debit Credit 

Cash $ 2,440 

Due from general fund 1,100 

Due from street fund 400 

Accounts receivable 335 

Parts and supplies inventory 4,850 

Machinery and equipment 25,000 

Allowance for depreciation — machinery' and equipment $ 7,500 

Buildings 15,000 

Allowance for depreciation — buildings 2,450 

Land 1,500 

Due to electric utility' fund 600 

Vouchers payable 740 

Contribution from general fund 40,000 

Retained earnings 45 

Billings to departments 56,000 

Miscellaneous charges 700 

Parts and supplies used 31,150 

Direct labor 16,000 

Power 1,640 

Depreciation — machinery and equipment 2,500 

Salaries 4,500 

Depreciation — buildings 450 

Office expense 900 

Miscellaneous expense 270 


$108,035 $108,035 


Freight charges and returns and allowances could be added to the state- 
ment, the information being available and of concern to management of 
the fund. 

The statement of changes in retained earnings for the city of Austin’s 
garage service fund for fiscal 1969 is very simple, as shown in Illustration 
9-6. 


Closing entries 

Closing entries have been postponed till last, only to permit a continu- 
ous presentation of intragovernmental service fund financial statements. 
There might be reason for making these entries at an earlier stage, particu- 
larly before preparation of a balance sheet. 

This group of entries may be made in any of the ways available for 
doing similar entries for a commercial enterprise. This includes journaliz- 
ing and closing according to the sections of the operating statement, 
journalizing all debits and credits in one compound entry, and removal of 
the sheets for nominal accounts from the ledger, with a debit or credit to 
Retained Earnings for the net loss or net gain. For present purposes, to 
show an array of the accounts closed, the second method will be used. 
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CITY OF AUSTIN 


Garapc Service Fund 
Balance Sheet, April 30, 1969 


Assets 


Current Assets: 


Cash $ 

2,440 

Due from general fund. 

1,100 

Due from street fund . . 

400 

Accounts receivable. . 

335 

Parts and supplies in- 


ventory 

4,850 


Total Current 


Assets S 9,125 


Fixed Assets: 

Machinery and equip- 
ment $25,000 

Less : Allowance for 

depreciation 7,500 $17,500 

Buildings $15,000 

Less : Allowance for 

depreciation 2,450 12,550 

Land 1,500 

Total Fixed 

Assets $3 1,550 

Total Assets. . $40,675 


Lul’ilities, Cnntrihitions. irui 
Retimed Eimings 


Liabilities: 

Due to electric utility 

fund $ 600 

Vouchers payable .... 740 

Total Liabilities. . $ 1,540 


Contributions and retained earnings: 
Contribution from 

general fund $40,000 

Retained earnings 

(deficit) (665) 

Total Contribu- 
tions and Re- 
tained Earnings. 39.3 3 5 


Total Liabilities, 

Contributions, 
and Retained 

Earnings $40.67 5 


Illustration 9-5 

CITY OF AUSTIN 

Garage Service Fund 
Statement of Operations for 
Fiscal Year Ended April 30, 1969 


Billings: 

Billings to departments $56,000 

Miscellaneous charges 700 

Total billings $56,700 

Direct costs : 

Parts and supplies used $31,150 

Direct labor 16,000 

Power 1,640 

Depreciation — machinery and equipment 2,500 

Total direct costs 51,290 

Excess of Billings over Direct Costs $ 5,410 

Indirect costs: 

Salaries $ 4,500 

Depreciation — buildings 450 

Office expense 900 

Miscellaneous expense 270 

Total indirect costs 6,120 

Excess of Costs over Billings (Loss) $ (710) 
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Illustration 9-6 

CITY OF AUSTIN 
Garage Service Fund 

Statement of Changes in Retained Earnings 
Fiscal Year Ended April 30, 1969 


Balance, April 30, 1968 $110 

Deduct: Excess of costs over billings, 

year ended April 30, 1969 S710 

Accounts receivable charged off 65 

Total Deductions 775 

Balance, (deficit) April 30, 1969 ($665) 


Illustration 9-7 

CITY OF AUSTIN 

Garage Service Fund 
Closing Entries, April 30, 1969 


Retained Earnings 710 

Billings to Departments 56,000 

Miscellaneous Charges 700 

Parts and Supplies Used 31,150 

Direct Labor 16,000 

Power 1,640 

Depreciation — Machinery and Equipment 2,500 

Salaries 4,500 

Depreciation — Buildings 450 

Office Expense 900 

Miscellaneous Expense 270 


To close temporary accounts and transfer excess of costs over 
billings to Retained Earnings. 


Due to the variety of uses made of IGS funds it is not possible, in a 
short space, to even mention the variations found in their closing entries. 
For the accountant, the only dependable procedure is to keep in mind the 
purposes of closing entries and to make those required to accomplish their 
purpose as related to the fund with which he is working. 

Dissolution of an intragovernmental service fund 

When an IGS fund has completed the mission for which it was estab- 
lished, or when its activity is terminated for any other reason, dissolution 
must be accomplished. Liquidation may be accomplished in any one of 
three ways or in combinations thereof. The three ways are: (1) transfer 
fund assets to another fund which will continue the operation as a subsidi- 
ary activity, e.g., a supply fund becoming a department of the general 
fund; (2) distribute its assets in kind to another fund or other funds; 
(3) convert all noncash assets to cash and distribute the cash to another 
fund or other funds. Dissolution of an IGS fund, as for a private enter- 
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prise, would proceed by prior payments to outside creditors, followed bv 
repayment of long-term advances not previously amortized and. finally, 
liquidation of net worth. The entire process of dissolution should be 
conducted according to pertinent law and the discretion of the appropri- 
ate legislative body. Fund capital contributed by another fund logically 
would revert to the contributor fund, but law or other regulations may 
dictate otherwise. If fund capita! has been built up out of charges in excess 
of costs, then liquidation will follow whatever regulations mav govern the 
case; and if none exist, then the appropriate governing body must decide 
upon the recipient or recipients. 
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QUESTIONS 

1. What is the difference between a general fund and an equipment- 
operating or servicing IGS fund which accounts for absence of a fixed 
asset classification from balance sheets of the former and their presence 
in balance sheets of die latter? 

2. A municipality conducts a manufacturing operation which has counter- 
parts in private business. Much administrative and general service of the 
fund is provided by the general fund without cost to, or accounting by, 
the IGS fund. What is your opinion of the soundness of this policy? 

3. In a recent year the stores and duplicating fund of a large city provided 
supplies and duplicating service to other funds which were charged to 
them in the total amount of $473,020. The fund is of the intradepart- 
mental service type and is fully self-supporting. The same year its 
operating statement showed a net loss of $426. Based on those facts, was 
the fund, in your opinion, well managed? 

4. A governmental unit provided original financing for its materials and 
supplies IGS fund by transfer of $30,000 cash from its general fund. 
The transferee fund credited the amount to Advance from General Fund. 
When savings of a sufficient amount had been accumulated, the $30,000 
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was repaid. Give the journal entry or entries, without explanation, for 
each fund, to record the repayment. 

5. What is the proper balance sheet classification of Long-Term Advance 
from General Fund? 

6. A municipal purchasing fund follows the policy of charging all depart- 
ments substantially more than the sum of actual cost and normal over- 
head for materials and supplies bought for them. Annually an amount 
of cash equal to the net gain by that method is transferred to the library 
fund. Comment on the merits or demerits of that procedure. 

7. Explain the widespread practice of omitting budgetary accounting from 
IGS fund accounting procedures. 

8. The National Committee on Governmental Accounting recommends use 
of “Retained Earnings” for the name of the difference between assets and 
liabilities and reserves, of an intradepartmenral service fund. Are there 
any types or kinds of IGS funds for which that title is less appropriate 
than “Fund Balance”? 

9. What reason can you give for including fixed asset accounts in the 
financial structure of an IGS fund if relatively large amounts of such 
assets are employed in the fund’s normal operations? 

10. What methods are available for disposing of over- or underabsorbed 
overhead of an IGS fund? 


PROBLEMS 

1. In the State of X, the state garage intragovernmental sendee fund pro- 
vides automotive service for all departments and agencies of the state 
government. Direct costs of operating the equipment (gasoline, deprecia- 
tion, repairs, etc.) are charged to the specific auto to which the cost item 
applies, but general expenses (overhead) are charged at a predetermined 
estimated rate per 100 miles traveled. The amounts of the various kinds of 
indirect expenses for 1968, with the estimated rates or amounts of change 
in 1969, are shown in the following table: 


Najne of Cost or Expense 

1968 

Amount 

Estimated 
Increase , 
1969 

Clerical salaries 

$ 4,200 

10% 

Depreciation — garage equipment 

1,600 

S210 

Foremen’s salaries 

12,000 

15% 

Garage rent 

2,400 

SI 80 

Helpers’ wages 

10,800 

10% 

Office expense 

400 

$100 

Utilities 

1,080 

$ 60* 


• Decrease. 


Estimated usage of automobiles in 1969 by the various departments and 
funds is as follows in terms of miles: 
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General revenue fund: 

Governor's office ^O.OOO 

Treasurer 20,000 

Secretary of state 20,(y>0 

Attorney general I 5,000 

Department of audits 320.000 

Highway fund 5 10, COO 

Welfare fund 380,000 

Public employees' retirement fund 1 10,000 


You arc required to do the following things: 

a) Calculate a single rate per 100 miles for overhead, based upon esti- 
mated costs and mileage for 1969. Carry rate to tenths of a ccnr. 

b) If there were unabsorbed overhead costs of $2,000 for 1968, state what 
should be done to absorb the amount in 1969. 

c) Based upon the estimated rate for 1969 and estimated mileage, state 
what would be the total amount of overhead to be charged to the high- 
way fund for 1969. 

2. Prairie City operates an insurance fund of the intragovernmental service 
type. The fund manages and finances the various kinds of insurance car- 
ried by the city. It pays all premiums to the insurers, then as premiums 
expire, they are charged to the specific funds to which they pertain. All 
costs — personnel, utilities, etc. — of operating the insurance fund are borne 
by the general fund. At April 30, 1968, the trial balance of the Insurance 
Fund was as follows: 


Debit Credit 

Cash with city treasurer S 39.S63 

Prepaid insurance premiums 204,722 

Vouchers payable $1 14,585 

Contribution from general fund 105,000 

Contribution from water fund 25.000 


S244.585 $244,585 


During the year ended April 30, 1969, the following transactions, in sum- 
mary' form, occurred: 

(1) The fund was billed by insurance companies for 5141,6 50 premiums falling due on 
insurance coverage for the various funds of the city. 

(2) A total of $161,759 was charged to various funds on account of premiums which 
expired during the year (credit Prepaid Insurance Premiums). 

(3) A total of $9,473 was received from insurance companies as premium adjustments 
during the year. This was credited to the amount owed by various funds for current 
year’s expirations. 

(4) $136,905 was paid on amounts owed to insurance companies, for the benefit of 
Prairie City funds and agencies. 

(5) Additional financing for the fund was received in the form of an $80,000 contribution 
of cash by the general fund. 

(6) $152,286 was collected on the amount of expirations charged to the various funds. 
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You are required to do the following things: 

a) Copy the April 30, 1968, trial balance on columnar paper. 

b) Record the summary transactions for fiscal 1969 and obtain a trial 
balance for April 30, 1969. 

c) Prepare a balance sheet for April 30, 1969. 

d) Prepare a statement of cash receipts and disbursements for fiscal 1969. 

e) In the foregoing problem representing an actual fund, there are no 
transactions related to settlement of losses. State the reason why. 

f) The fund does not have an account in the nature of excess of revenue 
over expenditures, retained earnings, surplus, or whatever it might be 
called. State why not. 

g) The fund illustrated in this problem is similar to an agency fund. 
State what you perceive to be its distinguishing difference from a true 
agency fund. 

h) State what you consider to be the justification for operation of a 
separate fund for accounting for insurance premium payments and 
expirations. 

3. At December 31, 1968, the central purchasing fund, city of Chalmers, 

had the following trial balance: 


Debit Credit 

Cash 5 3,080 

Stores 41,300 

Due from other funds 5,050 

Equipment 6,940 

Allowance for depreciation — equipment $ 2,130 

Vouchers payable 7,010 

Advance from general fund 47,040 

Encumbrances 8,600 

Reserve for encumbrances 8,600 

Fund balance 190 


$64,970 $64.970 


The following transactions occurred: 

(1) During 1969, purchase orders for stores totaling $591,000 were issued by the fund. 

(2) Purchase orders totaling $588,000 were filled at an invoiced total cost of $589,600 
and vouchers were prepared in that amount. 

(3) Total cash costs of overhead (debit Overhead) were vouchered in the amount of 
$27,875. 

(4) Stores having a computed cost of $579,300 were issued to other funds. To this was 
added a 5 percent charge to accomplish an absorption of overhead. 

(5) Vouchers liquidated during the year amounted to $616,800. Of this reduction, 
$6,030 was for cash discounts earned. Of that amount. $5,920 applied to vouchers 
for stores and the balance to vouchers for overhead charges. 

(6) An employee was detected in the act of pilfering stores. An inventory of stores fol- 
lowing the incident revealed a physical inventor)' total which was $900 less than the 
book inventor)' (Stores) balance. The former employee's bonding company made 
full restitution in cash for the $900 difference. 

(7) Stores of a recorded cost of $580 were consumed in the normal operations of the 
fund. 

(8) $609,230 was received through cash transfers from other funds. 

(9) Depreciation of equipment was recorded at 10 percent of cost of equipment. 
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You nrc required to do the following things; 

a) Open ledger accounts for the central purchasing fund at December 31, 
1968. 

b) Record by direct posting or by journal entries and posting such of the 
above statements as require entries. Credit Stores and Overhead ac- 
counts for charges to other funds. 

c) Prepare a trial balance after transaction 9. 

d) Make the necessary adjusting and closing entries or entry for the end 
of the year. No over- or underabsorbed overhead is to be carried for- 
ward. A physical inventory of stores (at cost) on December 31, 1969, 
showed a total of 543,950. Posting is not required. 


4. At June 30, 1968, the automotive service fund of Superior City had the 
following trial balance after closing: 


Debit 

Cash on hand and in hank S 1,100 

Due front street fund 2,020 

Accounts receivable 340 

Services supplies inventory 7,060 

Machinery and equipment 30,000 

Allowance for depreciation — machinery and equipment. 

Buildings 21,000 

Allowance for depreciation — buildings 

Land 3,700 

Taxes withheld 

Due to utility fund 

Accounts payable 

Advance from general fund 

Fund balance 890 

S66.1 10 


Credit 


$ 11,000 

-,ooo 

860 

80 


2,170 

45,000 


S66.110 


During the next fiscal year the following transactions (summarized) oc- 
curred: 

(1) Operating employees were paid S29.000 wages in cash, and additional wages of 
$3,200 were withheld for taxes. 

(2) Salaries paid in cash during the year amounted to $9,000. An additional amount 
of $ 1 ,800 was withheld for taxes. 

(3) Cash remitted during the year for taxes withheld amounted to $4,600. 

(4) Utility bills received during the year amounted to $2,350 (debit Utility Services). 

(5) Office expense paid in cash during the year amounted to $1,050. 

(6) Service supplies purchased on account during the year totaled S37,500. 

(7) Parts and supplies used during the year totaled $38,110 (at cost). 

(8) Charges to departments during the fiscal year were as follows: 


General fund $44,500 

Street fund 42,000 

Nongovernmental agencies 1,200 


(9) During the year an old account receivable of $75 was authorized to be written off 
because the debtor agency denied the validity of the charge. 

(10) Unpaid balances at June 30, 1969, were as follows: 


General fund S2,100 

Street fund 1,830 

Nongovernmental agencies 425 
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By the general fund: 

On accounr of vouchers payable $285,34$ 

On account of indebtedness to stores and sendees fond 18,910 

By the stores and services fund : 

On account of vouchers payable 25,728 

By the water fund: 

On account of indebtedness for stores 4,732 


You arc required to do the following: 

a) Record the trial balances of both funds at April 30, 1969. 

b) Record May transactions. 

c) Prepare fund trial balances for May 31. 

The above requirements may be accomplished either by ledger aceouns 
and journal entries or by the use of worksheets. 

6. The city of K has a public improvement intragovernmental service fid 
which provides temporary financing for various kinds of public improve- 
ments, after which it receives reimbursement from the fund which is 
primarily responsible for the improvement, principally special assessment 
and capital projects funds. At April 30, 1968, the public improvement serv- 
ice fund had the following trial balance: 


Equity in city treasurer’s funds 

U.S. government securities 

Special tax bills, certificates, and assessments 

receivable 

Allowance for estimated losses — special rax 

bills, certificates, etc 

Unbilled improvements 

Allowance for losses — unbilled improvements. . . 

Warrants payable 

Vouchers payable 

Due to other funds 

Contributions from general fund 

Retained earnings 


Debit 

Credit 

$ 234,407 


868,130 


972,671 

150,188 

$ 75,000 

12,628 


15,376 


3,622 


474 


1,892,229 


226,067 

$2,225,396 

$2,225,396 


Authorized Improvements and Appropriations are only memorandum 
counts recording the amount of construction authorized to be finance 
As additional construction is authorized the two accounts are increase 
and as construction expenditures are made they are decreased. Otf- 
entries. 

During the year ended April 30, 1969, the fund engaged in the follow 
transactions stated in summary form: 

(1) Interest collections were as follows: 

Interest on investments $32,595 

Interest on receivables 33,943 

(2) Construction outlay credited to vouchers payable during the year amount^ 1 
$861,038, which was charged directly to Unbilled Improvements account. 
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(3) $3,376,159 of vouchers payable were prepared for purchase of U.S. government 
securities. 

(4) $1,477 was received from tax hills, assessments, etc., which had been written off 
in prior years. 

(5) $859,004 of unbilled improvement costs were transferred to the general receivables 
account (Special Tax Hills, etc.). 

(6) A contribution of $400,000 was received from the Revolving Public Improvement 
liond Fund. 

(7) Normal collections on special tax bills, etc., amounted to S8 1 3,37 5. 

(8) S893 bond issue expense which pertained to a prior year and for which this fund 
was responsible was paid in cash by transfer, without vouchcring. 

(9) U.S. government securities were sold for $3,422,104, at no gain or loss. 

(10) $1,233 cash was refunded to property owners on assessments receivable levied and 
collected in error. The amount ss-as debited to Special Tax Hills, etc., and then 
written o(T against the allowance for losses. 

(11) A voucher was prepared for repayment of $500,000 of the general fund contribu- 
tion. 

(12) Vouchers payable totaling $4,735,829 were certified as eligible for payment during 
fiscal 1969 and payment warrants of that total amount were issued to the treasurer 
(credit Warrants Payable). 

(13) Additional provision of S8.158 was made for losses on Special Tax Bills, etc. 

(14) Correction was made for overprovision last year on a condemnation award which 
had been credited to Vouchers Payable but not yet paid. The amount was S494. 

(15) Warrants countersigned and issued by the treasurer to creditors of the fund totaled 
$4,731,189. 

(16) $7,082 was received on account of recoveries on unbilled improvements which had 
been written off in prior years. 

(17) It was discovered that of the amount transferred from Unbilled Improvements to 
assessment receivable (Special Tax Bills, etc.), there was an excess amount of 
$1,888 over and above the actual amount which had been charged into unbilled 
improvements. 


You are required to do the following things: 

a) Record the balances of the accounts at April 30, 1968. 

b) Record the transactions for fiscal year 1969. (Transactions may be re- 
corded by journal entries and posted, or the requirements may be met 
by use of a worksheet. If a worksheet is employed, the following ac- 
counts should have the number of spaces indicated: Equity in City 
Treasurer’s Fund, seven; Special Tax Bills, Unbilled Improvements, and 
Wants Payable, three each; Vouchers Payable, four. 

c ) Take a trial balance of the fund’s accounts at April 30, 1969. 

d) Prepare a closing entry' or closing entries. Posting is not required. 

c) Prepare statements or a columnar statement of changes in contributions 
from general fund, from revolving public improvement bond fund, and 
in retained earnings for the year ended April 30, 1969. 

(Because of the unusual nature of several transactions, it will be neces- 
sary' to employ some new account titles. These may be patterned closely 
after the wording of the transaction, as Collection of Tax Bills Written 
Off in Prior Years, Correction of Overprovision on Condemnation 
Award, Recovery' of Unbilled Improvements Written Off, and so on.) 

f) State how this fund qualifies as an intragovemmental sendee fund. 

At December 31, 1968, the after-closing trial balance of X State Highway 

Department’s highway' garage fund was as follows: 
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Debit Credit 

Cash with state treasurer $ 351,450 

Due from other funds 120,620 

Parts — active 90,160 

Supplies — active 78,026 

Spare motors 5,055 

Parts — obsolete 8,676 

Supplies — obsolete 96 

Allowance for obsolete parts and supplies $ 8,772 

Gas, oil, and grease 2,392 

Machinery and equipment 3,329,527 

Allowance for depreciation 1,856,037 

Buildings 495,866 

Allowance for depreciation 202,144 

Shop and office equipment 52,017 

Allowance for depreciation 22,231 

Land 26,156 

Accounts payable 84,413 

Accrued payroll and expenses 8,681 

Contribution from general fund 1,228,162 

Retained earnings 1,149,601 

$4,560,041 54,560,041 


During 1969 the following transactions were consummated by the fund: 

(1) Machinery and Equipment Rentals was credited during the year with 51,184,471 
sales of parts and supplies totaled $205,776; and sales of service amounted t 
5147,136 — all charged to other funds. 

(2) Building rental of S 5,944 was received in cash. 

(3) Parts purchases during the year totaled 595,128, and supplies purchases amount: 
to 567,403, all on account. 

(4) Gas, oil, and grease were purchased on account in the amount of 5237,056, 

(5) Cash payments for expenses during the year were as follows: operating overh«i 

5183,742; outside repairs (done by private garages), 543,577; labor, 5257,917. 
addition, the accrued payroll and expenses at December 31, 1968, were paid, (urn 
bine in one entry.) . 

(6) Machinery and equipment which had cost 5394,920, and on which 5378,976 
preciation had been recorded, was traded for $261,990 of new machinery.') 1 
cash difference of 5233,494 being paid. Record gain in Gain on Trade of Macmner 

(7) Junk, consisting of worn out parts, scrap, etc., on which no cost value was came 

was sold for 5517 cash. . . 

(8) Purchases of machinery, and shop and office equipment, for cash, during 
amounted to 5428,191 and S3, 059, respectively. 

(9) Payments on accounts payable totaled $462,027. . . 

(10) Cash in the amount of $1,555,420 was received from other funds during " 

(11) December 31, 1969, inventories of operating supplies were as follows: 

Parts — active 

Supplies — active 

Gas, oil, and grease 

Record operating supplies usage in Parts and Supplies Used and Gas, Oil, 3 
Grease Used. , y s j 

(12) Sales of service were intended to be at cost, composed of labor and ov ^ r 199 

amounts based upon a predetermined ratio, $136,837 of labor and 5 , 
operating overhead were transferred to Cost of Services Sold. 

(13) Depreciation charged for the year was as follows: 


$90,748 

53,327 

2,846 
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Machinery and equipment S374.438 

buildings 11.665 

Shop and oflicc equipment 5,1 Kt 


The first item was recorded in a depreciation account and the last two in the pcneral 
account, Operating Overhead. 

(14) Labor costs accrued but unpaid at December 31, 1969, totaled 56,410. and unpaid 
outside repairs (expense) amounted to S 1,605. 

(15) No changes were recorded in Sparc Motors, Parts — Obsolete, and Supplies — 
Obsolete during 1969. 

You arc required to do the following things: 

a) Copy the trial balance on columnar paper. On the columnar paper. 
Cash should be allowed four lines; Machinery and Equipment, two lines; 
and Accounts Payable, two lines. When new accounts are added, Op- 
erating Overhead, Outside Repairs, and Labor accounts should each be 
allowed two lines. 

b) Journalize the entries for 1969 and post them to the worksheet, or post 
directly from the transactions to the worksheet. 

c) Transfer new balances of the accounts to an adjusted trial balance pair 
of columns, or directly to income and expense and balance sheet 
columns, and formally close and rule the worksheet columns. 

Two Optional Additional Assignments 

a) Prepare an income and expense statement for the fund for 1969. 

b) Prepare a balance sheet for the fund for December 31, 1969. 

8. On January 1 , 1969, Medium City established an intragovemmental service 

fund for operating a central motor vehicle pool. It transferred $100,000 

from the general fund. 

Immediately upon establishment, a fleet of trucks was purchased, as 

follows: 


4-ton GMC. 
3-ton Ford . . 
3 -ton Mack. 
1-ton Dodge 


Type 


Number Cost per T ruck 

...4 53,500 

...4 2,500 

...4 2,200 

...5 1,500 


Operating each of the three- and four-ton trucks requires a driver and a 
helper, who are paid standard rates of $2.00 and $1.50 per hour, respectively. 
The one-ton trucks do not require a helper. 

All trucks are depreciated on a straight-line basis over a 5-year period, 
with 5 percent residual salvage value. 

Trucks are rented to the general fund on an hourly basis, and the follow- 
ing usage and gasoline costs were reported for the year ended December 31, 
1969: 


Rental Rate Total Number Cost of 


Type per Hour of Hours Used Gasoline Used 

4-ton GMC 55.50 6,000 52,400 

3-ton Ford 5.00 8,000 2,400 

3-ton Mack 5.00 8,000 2,800 

1-ton Dodge 3.00 15,000 3,000 
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The following additional costs were incurred in operation of the fleet 

(1) Drivers’ and helpers’ wages were paid for exactly the hours the trucks werewd. 
There was no unpaid payroll at the end of the year. 

(2) Unpaid gasoline invoices at December 31, 1969, aggregated $1,500. 

(3) Other indirect costs incurred were as follows: 


Supervision $15,000 

Repairs 10,000 

Tires and tubes purchased 1,600 


There were no unpaid bills at December 31, 1969, pertaining to the abo 
items; however, at the end of the year "’the fund had on hand an inventc 
of new tires costing $500. 

During the year the general fund paid the motor vehicle pool $95,000 on 
its account for service rendered. 

a) You are to prepare the journal entries to open the fund, to record the 
transactions in it for 1969, and to close the fund at December 31. 

b) Prepare a balance sheet in good form for the fund as of December 31, 
1969. (A worksheet is not acceptable in meeting this requirement It is 
suggested that the statement be prepared from the entries and the use 
of skeleton T accounts.) 

(AICPA, adapted) 

9. From the following information concerning the city of Langdon, you are 
to prepare as of December 31, 1969: 

a) A worksheet reflecting the transactions, closing entries, and balance 
sheet for its general fund. 

b) A statement of operations for its maintenance service fund. 

c) A balance sheet for its maintenance service fund. 

The accounts of the general fund as of January 1, 1969, were as follows: 


Cash $1,000 

Taxes receivable — delinquent 8,000 

Accounts payable LOW 

Reserve for encumbrances M00 

Retained earnings 500 


The following transactions for the current year are to be considered: 

(1) The budget which was adopted for 1969 provided for taxes of $275,000, spend 
assessments of $ 100,000, fees of $ 1 5 ,000, and license revenues of $ 10,000. Appr°PA 
tions were $290,000 for general fund operations and $100,000 for the purpo- 
establishing a maintenance service fund. 

(2) All taxes and special assessments became receivable. 

(3) Cash receipts for the general fund included; 

Taxes for 1969. . . . 

Special assessments 

Fees 

Licenses 

Taxes receivable — delinquent, plus interest of $500. Tax liens 
were obtained on the remainder of the delinquent taxes 


$260,000 

100,000 

16,000 

9,500 
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(4) Contracts amounting to $75,000 were let by the genera! fund. 

(5) Services rendered by the maintenance service fund to other departments included: 
general fund, $40,000; utility fund, S20.000, of uhich $5,000 remained uncollected 
at the end of the year. 

(6) The following cash disbursements were made by the general fund: 


Maintenance service fund $100,000 

Accounts payable of the preceding year 7,000 

Outstanding orders at beginning of year were all received and 

paid for 2,000 

Expenses of fund incurred during year 145,000 

Stores purchased for central storeroom established during year. . 5.000 

Contracts let during year 30,000 

Permanent advance to newly created petty cash fund 1,000 

Services performed by maintenance service fund 35,000 

Salaries paid during year 30,000 

(7) The following cash disbursements were made by the maintenance service fund: 

Purchase of equipment (estimated useful life 10 years) $60,000 

Purchase of materials and supplies, of which one fifth remained 

at end of year 40,000 

Salaries and wages, as follows: 

Direct labor 9,000 

Office salaries 2,000 

Superintendent's salary 4,000 

Heat, light, and power 2,000 

Office expenses 500 


(8) All unpaid taxes become delinquent. 

(9) Stores inventory' in general fund amounted to $2,000 on December 31. 1969. 


(A1CPA, adapted) 


CONTINUOUS PROBLEM 

9-L. The citv of Bingham established a Stores and Services Fund to be oper- 
ated as an intragovemmental sendee fund to improve purchasing pro- 
cedures and facilitate inventory management. 

You are required to: 

a) Open a general journal for the Stores and Services Fund; enter the following 
transactions, in accord with preferred intragovemmental service fund practices. 
All transactions are for the first month of operations of this fund. 

(1) The advance was received from the General Fund [sec transaction 13 of 
part (d). Problem 5— L]. 

(2) Purchase orders were issued in the amount of $15,000. 

(3) Warehouse and office space was nor available in city-owned buildings; space 
was rented in a privately owned building for $200 a month. Six months’ rent 
was paid in advance. 

(4) A cash expense budget was prepared by the City Controller for this new 
fund. In addition to rent, the estimated expenses were S4S0 a y'ear for utilities 
($120 for water, a ciry’-owned utility'; $100 for 3 telephone; S200 for elec- 
tricity; and $60 for gas — all privately owned utilities); $9,600 for salaries; 
and $260 a year for operation and maintenance of warehouse equipment. 
(The warehouse equipment was in the basement of City Hall; nobody was 
quite clear as to when it had been purchased, for what purpose, by whom, or 
how much it had cost. It was usable, however, and when it was cleaned and 
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minor repairs were made by the Department of Public Works employ 
the equipment was turned over to the Stores and Service Fund. The cor, 
troller estimated that new equipment would have cost $6,000; the estimate! 
remaining useful life of the existing equipment was 10 years, or, about tw 
thirds as long as new equipment would have been expected to last.) 

(5) In order to put the Stores and Services Fund on a completely self-sustainai 
basis it was decided to charge using departments for the stores plus a math 
sufficient to recover expected cash expenses plus depreciation of equipment 
Stores issues for one year were forecast to be $100,000, at cost. Compel 
the mark-up rate. 

(6) Invoices for stores received were approved for payment in the amount c 
$10,145; applicable purchase orders totaled $10,085. 

(7) Vouchers outstanding were paid, as was payroll totaling $800. 

(8) Purchase orders were issued in the amount of $8,600. 

(9) Invoices were approved for payment; $10, water; $5, gas; $8, telephone 
$20, electricity; and $8,000, stores (applicable purchase orders for store 
totaled $8,020). 

(10) Stores costing $12,000 were issued to the General Fund; an interfund ir 
voice in the proper amount was prepared. 

(11) Vouchers outstanding were paid. 

(12) The Stores and Services Fund used stores of its own which had cost $1(7 

(13) Adjusting and closing entries were recorded as of the end of the first mont 
of operations. 

b) Prepare a balance sheet for this fund as of the end of the month. 

c) Prepare a statement of operations of this fund for this month. 



Chapter 10 


Special Assessment Funds 


Special assessment funds, or local improvement funds, as they arc 
sometimes called, are established and operated to provide sendees that are 
of demonstrably greater benefit to a certain group of citizens than to 
others. Afore often, these sendees consist of providing permanent im- 
provements of one kind or another; but they may be of current nature, 
such as street lighting, maintenance of parking areas, and maintenance of 
drainage ditches . 1 Funds for the latter type of services are comparable to 
special revenue funds, with assessments payable in one or two amounts; 
but they are in the nature of special assessments because the amounts of 
the assessments tend to vary directly in proportion to the amount of 
benefit received. Capital improvement projects commonly financed 
through the medium of special assessment funds include construction of 
streets, sidewalks, curbs, gutters, sewer systems, drainage ditches, etc. By 
way of contrast with special assessment projects are those construed to be 
of benefit to the citizens generally, such as construction of public build- 
ings, the cost thereof to be spread among all property owners within the 
unit’s jurisdiction. Although the greater portion of special assessment 
project costs are borne by a group of specially benefited owners, the 
project may have some value to the general public, in which case a 
“contribution” may be levied against the general government, so that all 
taxpayers of the unit will share to a degree in the cost. Furthermore, as 
owner of property within the area in which the improvement is to be 
made, the governmental unit itself may be assessed in the same manner and 
on the same basis as private owners. 

Owing to the extensive use of special assessments for obtaining local 
improvements, the need for protecting property owners from capricious 
and arbitrary levies, and the great amount of detail involved in accounting 
for projects of any size, most states have enacted comprehensive legisla- 

1 Special assessments are sometimes accounted for in a general fund or special 
revenue fund. This practice should be employed only for small projects. Special assess- 
ment funds providing service may operate on a continuing basis, as a general fund, 
and have a fund balance. 


267 
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tion governing the operation and record keeping of special assessmt 
funds. Local ordinances established under authority of the state legislate 
set forth the detailed provisions of each special assessment, so spec 
assessment fund accounting must conform to local regulations as well as 
the more general law of the state. Among the most important points to ' 
covered by special assessment regulations, including both state and loc 
are these: 

1. The method of organizing projects and obtaining authorization for the 
Authorization refers particularly to approval by those against whose prc 
erties the assessments will be levied. 

2. How projects may be financed, with special reference to financing avh 
assessments are in the process of collection. 

3. Methods of distributing the cost of projects among the benefited propei 
owners, supplemented by procedures for considering grievances. 

4. The plan of collections, including the foreclosure procedure to be follow 
if other methods prove unsuccessful. 

In special assessment accounting procedure, it is customary practice 
use the words “Special Assessment” jointly in account titles referring 
assessments, e.g., Special Assessments Receivable and Special Assessme 
Liens. To economize on time and space in this chapter, the word “Sp 
cial” will be omitted from all such titles. It should be understood that tl 
omission in no way alters the meaning of the title in which it occurs. 

Changes in recommendations by National Committee on Governmenl 
Accounting 

Changes in state laws, local ordinances, and opinions espoused 1 
professional accounting organizations are responsible for variations ai 
changes in accounting practices recommended for special assessment fui 
accounting. Recommendations of the National Committee on Gover 
mental Accounting are probably the most influential of all, so it is wort 
while to note some of the changes embodied in the committee’s 1968 Go 
ernmental Accounting, Auditing, and Financial Reporting and the pr e(1 
cessor publication, Municipal Accounting and Auditing. What appear 
be the most notable changes in recommendations are listed on page 
Since it is likely that not all governmental units operating special assc 
ment projects will convert immediately to the 1968 recominendatioi 
even if state laws and local ordinances permit, discussion and illustrati 1 
of special assessment fund accounting in the remainder of this chapter v 
endeavor to give some attention to both the present and the ear 
recommendations. 

General plan of operation 

The most common tangible basis for initiating special assessment pr< 
ects is a petition by persons desiring some kind of permanent impro' 
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Recommendation 


T ransaction or 
Situation 

’•'ormnl authorization 
of project. 

.cvy of assessments 
against property 
owners. 

Authorization to issue 
bonds. 


Accounting for cash 
designated for differ- 
ent purposes (con- 
struction, bond pay- 
ment, etc). 

Accounting for excess 
or deficiency of as- 
sets for various pur- 
poses (construction, 
bond payment, etc.). 


1981 

Debit Improvements 
Authorized; credit 
Appropriations. 

Debit Special Assess- 
ments Receivable; 
credit Improvements 
Authorized. 

Memorandum entry: 
debit Unissued Bonds; 
credit Bonds Eligible 
to be Sold. 

Use a separate cash ac- 
count for each differ- 
ent purpose (Cash 
for Construction, etc.). 

Use a separate equity 
account for each pur- 
pose group (Unap- 
propriated Surplus — 
Construction; Unap- 
propriated Surplus — 
Bond Payment, etc.). 


1968 

No entry in ledger ac- 
counts. 

Debit Special Assess- 
ments Receivable; 
credit Fund Balance. 

No cntry r in ledger ac- 
counts. 


No separation of cash 
in ledger accounts. 


Combine all equity 
items in Fund Balance 
account. 


ment of a public nature. Sometimes the petitioners may contemplate the 
financing of the project by the general government. If the major benefits 
expected to be derived are largely centered in one locality, the petition 
should be converted to the exact form prescribed by law for special 
assessment projects. A highly significant event in the project’s progress is 
the formal authorization by the appropriate legislative body, frequently 
what is called the “board of works.” No ledger entry’ is mandatory’ for 
recording the project’s final approval but if one is desired the following 
would be properly’ descriptive: 

Improvements Authorized 100,000 

Appropriations 100,000 


Stated in nonaccounting terms, the entry say’s that the legislative body 
approves the spending of $100,000 (Appropriations credit) on a project 
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and establishes a resource of like amount (Improvements Authorized), k 
this instance collection of assessments, to finance the improvements. If the 
formal entry approach is employed, an identification of the project should 
be included in the Improvements Authorized title by adding “4th Street 
Sewer,” “Project No. 22,” or some similar wording. 

The second major event in the project’s history is the actual levying of 
assessments against the body of property owners designated in the organi- 
zation of the project. The substance of this action is the conversion of a 
general proclamation of intention to assess (Improvements Authorized) 
into charges of ascertained amounts against individual property owners 
and their properties. “Their properties” is significant for the reason that 
unpaid special assessments have the legal force of liens against the prop- 
erties to which they* pertain. If no entry was made for a formal recording 
of the projects authorization, the assessment might be journalized as 
follows: 

Assessments Receivable 100,000 

Fund Balance 100,000 

Had a preceding entry* recorded the assessment authorization, the credit 
account to be shown above would be Improvements Authorized. 

In actual practice, if assessments are payable in installments, the debit 
member of the above entry 7 should be divided into two parts to indicate 
amounts now due and amounts on which payunents may 7 be deferred to 
later periods. Assessments that have become due and are not paid within a 
stipulated period are classified as delinquent and sometimes incur a pen- 
alty 7 ; proper accounting requires the transfer of delinquent assessments 
into a special controlling account ordinarily called “Assessments Receiv- 
able — Delinquent.” In supplementary 7 records, amounts due from individ- 
ual property 7 owners must be shown in detail, as will be explained at 
greater length elsewhere in this chapter. 

It will be noted that the above entry 7 for recording assessments make; 
no provision for estimated losses. This differs from the revenue fund entn 
for recording property 7 taxes, in which the amount of the credit tc 
Revenue is only 7 the difference between the total levy and an estimate 7 
amount of uncollectible taxes, recorded in a valuation reduction account 
Perhaps the basic reason for assuming that all assessments will be collecte 
by 7 one device or another, is that they 7 represent liens upon real pr°p eI ff 
and, if necessary, resort may be made to legal seizure and sale o 1 
property 7 . Special assessments for improvements are presumed to mcreasf 
the valuation of the property 7 by 7 at least the amount of the assessment, so 
in theory 7 , there should be no loss. In practice, the right of seizure an sa 1 
has not been an absolute safeguard against losses, particularly in 0111 
financial stringency, nor for assessments on property 7 in areas not un- 
developed. Recognizing that a certain amount of loss is almost in^ Jt3 
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for some types of projects in spite of all precautions to the contrary, some 
governmental units do provide an allowance for expected losses, thereby 
reducing the probability of a deficit and the necessity of obtaining supple- 
mentary financing from other sources. 

Assessments arc collected, and for these transactions the following 

entry may be made: 

*■ * 

Cash 100.000 

Assessments Receivable 100,000 

In practice, collections do not occur in lump-sum amounts. For a given 
project, they may be spread in smaller amounts over a period of several 
years. General ledger credits must indicate whether amounts collected 
apply on delinquent, current, or deferred installments; and supporting 
details must show the amounts to be credited to each individual property* 
owner participating in the payments and the exact installment, or install- 
ments, to which credits arc to be applied. 

Another fundamental transaction of special assessment funds is expend- 
iture of money for the purpose or purposes contemplated in the establish- 
ment of the fund. Although most expenditures of this type of fund will 
normally be routed through the stages of encumbrance and liability* 
before payment, in a manner to be illustrated later, the final effect is 
shown in the following entry*: 

C? j 

Fund Balance 100,000 

Cash 100,000 

The results of the basic special assessment fund entries, through the one 
immediately preceding, may be summarized as follows: 

'1. Omitting a formal entry for project authorization — all accounts will be in 

balance after all cash has been expended. 

;2. Making a formal entry for the authorization — after the entry* for expendi- 
; ture of cash. Expenditures and Appropriations, each with a $100,000 bal- 
ance, will be open. They should be disposed of by a closing entry. 

In the foregoing entries the accounting framework of special assess- 
ment funds has been introduced and illustrated. Actual accounting for 
: funds of this type must deal with many* intricacies and complications, 
: probably more than for other types of funds involving equal amounts of 
: money. In the following sections, approved practices for treating these 
^situations will be set forth in considerable detail. 

✓ Interim financing 

Special assessments, except for current services, are rarely, if ever, 
; collected in lump-sum amounts, as is illustrated in a preceding entry* for 
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the collection of assessments. To avoid undue hardship on property 
owners, assessments may be payable in installments over several years 
which means that interim financing must be resorted to if accomplishment 
of the project is to be effected in the near future. Furthermore, oa 
account of the uncertain cost of large-scale public improvements, it may 
be advantageous to defer even the levying of the assessment until more 
nearly exact information is available about the total cost of the project; 
and this postponement of the levy moves still further into the future the 
final collection of installments. 

To provide means for immediate financing of improvements, govern- 
mental units may issue bonds. This action should have been provided for in 
the original plans for the project in order that authority to issue the bond; 
could be obtained from affected property owners when they voted upon 
the proposed improvement. Three possibilities exist for dealing with the 
bond authorization. One is to make no ledger entry for it. A second is to 
debit Bonds Authorized — Unissued and credit Bonds Payable. The third 
would debit Unissued Bonds and credit Bonds Eligible to be Issued. 
Following the first authorization procedure, sale of the bonds would be 
recorded by a Cash debit and Bonds Payable credit. Following the second, 
the credit would be to Bonds Authorized — Unissued, leaving Bonds Pay- 
able to record the bond liability. Following the third, the authorization 
entry would be canceled by reversal and Bonds Payable would be cred- 
ited for the cash received. It should be noted that whichever authorizauon 
and issue procedure is followed the ultimate result is: 


Cash 100,000 

Bonds Payable 100,000 


It is probable that the first and second procedures would be the choices of 
the three. It is noteworthy that bonds issued by a special assessment fun 
become liabilities of the issuing fund, to be paid from assessments an 
collections made by it. 

In the above discussion, no indication has been given as to the factor or 
factors determining the amount of the bond issue. It is not necessarily 1 1 
total cost of the project. If assessments are levied early in the course o t it 
project, with early maturity of some installments, the bond issue need not 
be for the full cost of the improvement because installment collection- 
will provide a portion of the early financing. Another plan which rna) 
reduce the amount required to be raised from bonds is the use o 
intragovernmental service fund to provide direct financing or even 
perform the actual work, with reimbursement to follow completion o 
project. In the meantime, one or more of the earlier installments 
have been collected, thus reducing the amount to be raised throug 
use of bonds. j 0 

Another form of interim financing which is sometimes used p rec 
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the issue of bonds. This is the use of more or less short-term notes. A 
large-scale use of this method includes financing all or most of the cost of 
the project through the issuance of notes, which arc subsequently retired 
when the required amount of the bond issue lias been definitely ascer- 
tained. If the required amount of the bond issue can be determined early in 
the course of the project, use of short-term notes mav be limited to 
immediate requirements for engineering, planning, and other preliminary 
costs. Notes of the kind referred to in this section arc frequently charac- 
terized as “bond anticipation notes.” If immediate financial requirements 
arc small and the law permits, an advance from the general fund may 
obviate the necessity of using notes. Entries for transactions associated 
with financing by notes are as follows: 


Cash for Construction 25,000 

Bond Anticipation Notes Payable 25,000 

Issuance of notes for estimated cash requirements pending 
bond issue. 

Cash for Notes 25,000 

Cash for Construction 175,000 

Bonds Payable 200,000 

To record the sale of bonds at par, with $25,000 to be 
spent for the retirement of notes. 


The foregoing debits to special cash accounts indicate that laws, ordi- 
nances, or departmental requirements dictate such a segregation. If such is 
not the case the modifying phrases may be eliminated, leaving plain Cash 
for all debits. 

Features of special assessment bonds 

The primary security for special assessment bonds is the levy against 
properties for their portion of the project cost. In theory, no other 
: security should be necessary because, in the event of continued default in 
: payments, the governmental unit may foreclose on the benefited prop- 
erty. Although a public improvement may increase the physical value 
; of the property, it mav not be possible to find a buyer for it, on ac- 
: count of business and economic conditions or other factors tending to 

■ make the property currently unsalable for the amount of charges against 

■ it. To improve the marketability of special assessment bonds, the govern- 

■ mental unit may permit its full faith and credit to be pledged as security 
: for their payment, in the event that collections from benefited properties 

are insufficient to pay the debt. This apparently extreme precaution 

• would seem to be uncalled for, but is probably the result of numerous 

* instances involving flagrant mismanagement of special assessment funds, 
, sometimes due to the inherent intricacies of accounting procedures and 
, sometimes to obviously fraudulent intentions. If the fund bonds are sec- 
ondarily secured by- the full credit of the governmental unit, they are 
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commonly described as “general obligation special assessment bonds,” i 
more briefly as “general special assessment bonds”; whereas if security 
limited to the benefited properties, they are referred to as “special-sped 
assessment bonds.” 

Within the latter type of bonds, there are three recognized classes, t! 
peculiar characteristics of which have significant accounting implication 

1. Lease restrictive of the group are special-special assessment bonds whii 
may be paid, without reference to individual bonds, from collections 
any installment on the assessed property. 

2. In some instances, specific bonds of the issue must be paid only from ci 
lections of installments on certain pieces of property. 

3. In the most extreme case, specific bonds must be paid only from colle 
tions of certain installments of assessments against certain properries. 

These limitations call for the exercise of extreme care in matching insta 
ment collections with the bonds to which they may legally be applied and 
in the management of foreclosure proceedings when installments lapse 
into actionable default. 


Special cash accounts 

Whether a given special assessment fund requires one or more than one 
cash account depends upon the rules and regulations under which the 
fund operates. Maintenance of separate cash accounts is a device for 
making sure that cash intended for a specified use is properly controlled 
and used for its intended purpose. Mingling of cash for construction, 
bond payment, interest payment, etc., in a single account invites, in time 
of stringency', use of cash for a purpose other than the one for which it 
was acquired. The discussion which follows pertains to those funds which 
do require a careful identification of cash by purpose. If such identifica- 
tion is not required, a single cash account would appear to have wide 
preference. 

In an earlier paragraph, references were made to two classes of cash, 
one for construction and one for payment of notes. A third special cash 
account is needed to record collections that are required to be applied to 
bond retirement, for which account the title Cash for Bond Payments is 
appropriate. A fourth special cash account is ordinarily required to recoi 
collections that must be applied to interest on notes and bonds, an or 
this account the usual title is Cash for Interest Payments. As wi 
explained later, the main source of cash for payment of interest on un 
debts is interest charges on unpaid assessments. Special assessment o 
may receive cash for purposes other than those enumerated above, 
which cash the title Cash for Other Payments is frequently used. Asmig 
be concluded from the discussion of special-special assessment o^j 
accounting for cash must go even further than the use of the sugge ^ 
special captions. If some bonds may be paid only from the procee 
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collections on certain installments, it follows that some means must he 
employed to record exactly which installments on which assessments 
yielded the cash and which bonds were paid from the collections. How- 
ever, these detailed requirements do not demand the use of an additional 
general ledger account hut arc best satisfied by subsidiary records, thus 
establishing Cash for Bonds as a controlling account. 

Accounting lor assessments 

As suggested previously in this chapter, one of the early requirements 
in the operation of a special assessment fund is determination of who shall 
pay and how much each one shall pay, although assessments arc actually 
against the properties included within the “benefit district,” the name 
given to the area that will receive assessable benefits. There is no universal 
formula or general rule for determining the limits of the benefit district 
and none for graduating assessments against the benefited properties. 
Assessments for operation of sewage disposal plants mav be based upon 
usage of water, which is reasonably objective; but even so, the use of a 
sewage plant does not vary- proportionately with the volume of water 
consumption. Streets may be presumed to represent greater values to 
owners of property adjacent thereto, but they are likely to be used by 
many other residents of the particular neighborhood and to increase 
neighborhood property values. The exact definition of the benefit district 
and the scaling of individual assessments therein are matters of judgment 
to be supplemented by arbitrary rules and regulations which should strive 
for uniformity of treatment among property owners in similar situations. 

After the limits of the benefit district have been decided upon and some 
method or scheme for distributing the cost has been selected, the next step 
is one of determining the amounts of assessments against individual prop- 
erties. Compilations of individual assessments are called “assessment rolls” 
or “assessment ledgers,” both of which are subsidiary records for showing 
all transactions with owners of each property in the district. Forms of 
assessment rolls or ledgers vary, but all must provide for showing at least 
the following basic facts: 

1. Identification of the improvement or project. 

2. Legal description of the property in terms of location. 

3. Name and address of owner. 

4. Amount of assessment. 

5. Number of installments or detailed listing of installments with due dates. 

6. Charges for interest on unpaid assessments. 

7. Record of collection of all charges. 

One form of assessment record consists of a multicolumnar spread sheet, 
on which each property is given a single line, with individual properties 
listed vertically on the sheet. Division of the assessment into installments, 
interest charges, and credits for collections is provided by a series of 
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Illustration 10-1 


CITY OF STANFORD 

Special Assessment Roll 
Public Improvement Project No. 73 


Name and 
Address of 
Property 
Owner 

Description of 
Property 

Amount 

of 

Assess- 

ment 

Installment No. 1 j 

Installment No. 2 

Date 

Paid 

Prin- 

cipal 

Inter- 

est 

Date 

Paid 



George M. 









Robinson. . . 

Lot 10, Seminary 









Addition 

$840 

8-10-68 

00 


8-26-69 

$84 

$30.24 

John E. Baugh. 

Lot 1 1 , Seminary 









Addition 

900 

8-23-68 

90 


8-31-69 

90 

32.40 


parallel columns. The general plan of this form is shown in Illustration 
10-1. The installments section of Illustration 10-1 may be expanded to 
provide for the number of installments into which the assessment is 
divided. A modification of the roll form of record in Illustration 10-1 
consists of listing vertically the original installments for each property, 
with columns extended to the right for recording such information as 
adjustments, collections, interest, etc. This means that if the assessment is 
payable in 10 installments, 11 lines (one for the total of all installments) 
will be given to each property. 

An alternative assessment record consists of a separate card or page for 
each property 7 , referred to as a “Special Assessment Ledger.” One attri- 
bute of the Special Assessment Ledger is that it gives an opportunity for 
showing more details about each assessment, without producing a record 
too cumbersome for convenient handling. A suggested form for a special 
assessment ledger account is shown in Illustration 10-2. 

Illustration 10-2 

SPECIAL ASSESSMENT LEDGER ACCOUNT 
Property: Lot No. 10, Seminary' Addition Project No.: 73 

Owner: George M. Robinson Description: Sewer 

Total Assessment: >*>W 


Install- 



Collections 


vient 

No. 

Due Date 

Amount 

Date 

Receipt 

No. 

Prin- 

cipal 

Interest 

Re marks 

1 

Sept. 1, 1968 
Sept. 1, 1969 

$84 

84 

Aug. 10, 1968 
Aug. 23, 1969 

139 

365 

$84 

84 



2 

$30.24 
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Since the assessment roil or Special Assessment Ledger is subsidiary to 
the general ledger assessments receivable accounts, special care in record- 
ing transactions, supplemented by frequent reconcilements, is necessary to 
keep the subsidiary and control records in agreement. Without going into 
a detailed discussion concerning the operation of the various installment 
accounts, it may be said that the following relationships must exist for 
accurate records: 

1. When an assessment is levied and recorded in the general ledger, the 
amount debited to the Assessments Receivable account or accounts must equal 
the total of the assessments shown by the detailed assessment records. If one 
installment is now due, the amount of that installment as shown by the assess- 
ment records should be debited to Assessments Receivable — Current. The 
amounts of all other installments, as shown by the assessment records, should 
be debited to Assessments Receivable — Deferred. 

2. When the period arrives for payment of an installment that has hereto- 
fore been classified as deferred, the total amount of this installment as shown 
by the assessment roll or ledger should be debited to Assessments Receivable 
— Current and credited to Assessments Receivable — Deferred. 

3. When the period for payment of an installment has passed, the un- 
paid balance of Assessments Receivable — Current should be transferred to 
Assessments Receivable — Delinquent by a credit to the former and a debit to 
the latter. Assuming that installment No. 2 is the one being converted to the 
delinquent classification, the balance transferred must equal the total of un- 
paid balances of installment No. 2 in the assessments records. 

Forced collections 

Effective administration of special assessment collections requires defi- 
nite rules for the addition of interest to delinquent installments and for the 
initiation and prosecution of foreclosure action when a certain stage of 
delinquency, frequently two years’ installments has been reached. Laxity 
in the application and collection of interest leads to further delinquency 
and tends to increase the number of assessments for which foreclosure 
actions are necessary 7 . Completed foreclosure actions are of two kinds. In 
one case, contingent title to the property 7 , subject to redemption within a 
stipulated period, is sold to a third party. In the other case, contingent title 
is taken by the special assessment fund itself. 

Some governmental units sell installment delinquent property by re- 
quiring the purchaser to pay only costs of holding sale, accrued interest 
against the property, and those installments now due or past due. Thus the 
buyer is subrogated for the previous owner by doing two things: 

1. Paying all charges and installments due and payable to date. 

2. Assuming responsibility 7 for payment of deferred installments plus interest 

charges thereon. 

On the other hand, the buyer may be required to pay all installments 
and all other charges in order to obtain provisional title. This more drastic 
requirement is justified by the fact that the buyer acquires the property 
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(provisionally) in an arm’s-length transaction in which he was not com- 
pelled to participate. The previous owner had no choice, since his prop- 
erty was located in the benefit district. Deferral of installments was a 
device to lighten the burden of what may have been an involuntary debt. 
Explanations and illustrations in the following paragraphs will relate to 
total collection sales since they include all elements of the partial payment 
sales. For present purposes it is being assumed that the special assessment 
fund to which the discussion and illustrations pertain is being operated 
under regulations or other circumstances that require segregation of cash 
to be used for different purposes. In any case in which there is neither 
requirement or need for such segregation, special account titles should be 
eliminated. 

Special assessment laws prescribe procedures to be followed when 
foreclosure proceedings must be employed to collect installments. They 
include, among other things, legal notification to the property owner of 
the intention to offer his property for sale and public advertising of the 
intended sale. As indicated above, costs of these actions become an addi- 
tional charge against the property 7 . Assuming the total costs of holding the 
sale to be $25, the following entry 7 would be made: 


Cost of Holding Sale 25 

Cash for Construction 25 


There is no imperative reason for financing the cost of holding the sale 
from Cash for Construction, except that cash for interest and cash for 
bonds are held more as trust assets than is cash for construction. Below is 
illustrated a complete entry for sale of property, amounts assumed: 

Cash for Construction 

Cash for Bond Payments 

Cash for Interest Payments 

Assessments Receivable — Delinquent 
Assessments Receivable — Current. . . 

Assessments Receivable — Deferred . . 

Interest Receivable 

Cost of Holding Sale 


. 175 
.1,650 
. 120 


300 

150 

1,350 

120 

25 


Recovering the cost of holding the property sale eliminates the Cost of 
Holding Sale account, which may be characterized as a suspense account. 
In the above examples, it proved to be an asset, in the form of a charge 
that was eventually paid by 7 the successful bidder for the property. In case 
the special assessment fund had taken title to the property 7 and subse- 
quently transferred it to the general government without compensation, 
Cost of Holding Sale would have terminated as an expense account, to be 
charged off as later illustrated. 
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Had the property brought more than the total charge? against it. the 
excess would belong to the previous owner. Three possibilities arc avail- 
able for handling the excess, as follows: 

\. The sale might be conducted by an agency outside the special assess- 
ment fund. The special assessment fund would receive only the amount of its 
total claims against the property. Any excess would be disposed of as dictated 
by law. 

2. If the special assessment fund conducts the sale, the extra cash may be 
debited to Cash for Other Payments and credited to Due to Property 
Owner, this entry to be reversed when settlement is made with the property 
owner. 

3. The law might prescribe transfer of the excess to a trust fund, in 
which case Cash for Other Payments would be debited, with a credit to Due 
to Property Owners’ Trust Fund. The entry for payment to the trust fund 
is obvious. 

As indicated previously, especially for properties not fully developed, 
third parties may not offer the full amount of charges against the prop- 
erty, with the result that the special assessment fund acquires the property 
with only provisional title. Assuming the same charges against the prop- 
erty as before, the following entry would be made: 


Assessment Sale Certificates 1.945 

Assessments Receivable — Delinquent 300 

Assessments Receivable — Current 150 

Assessments Receivable — Deferred 1,350 

Interest Receivable 120 

Cost of Holding Sale 25 


The effect of the above entry is to accumulate all values represented by 
the assortment of charges against the property into one asset account, 
Assessment Sale Certificates, which represents provisional ownership of 
the property. Provisional ownership may be converted into cash, for use 
in carrying out the improvement project, through redemption by the 
previous owner within the time allotted by law; or it may be sold, either 
to private buyers or to another unit of the government. Regardless of the 
transferee, the special assessment fund should receive cash to cover all 
charges accumulated in the Assessment Sale Certificates account. This 
would call for the same detailed accounting as if the amounts had been 
collected in due course without foreclosure. Transfer of the assessment 
sale certificate for cash in full would require an entry such as the follow- 
ing: 


Cash For Construction 175 

Cash for Bond Payments 1,650 

Cash for Interest Payments 120 

Assessment Sale Certificates 1,945 
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The above entry assumes one $150 installment was designated for con- 
struction, to which was added the $25 construction cash spent as a cost of 
holding the sale. 

Comparison of the above entry with a previous entry recording the sale 
of the property to a third part}* (p. 278) reveals that the distribution of 
total cash received is the same in both cases. If law or ordinances required 
that the purchaser of the assessment sale certificate should pay interest for 
the time the title was held by the assessment fund, the amount of interest 
accumulated would be taken up as Interest Revenue (unless it had 1 cen 
previously accrued); and the resulting cash would go to Cash for Interest 
Payments. 

Special assessment fund administrations have often found it necessary 
to trike absolute title to propertv for which no buyer could be found. This 
experience has been most frequent in connection with special assessment 
projects in undeveloped areas. Since a special assessment fund is not 
constituted for permanent ownership of real estate, property which can- 
not be sold must be transferred to another fund or to the general fixed 
assets group of accounts. The amount accumulated in the Assessment Sale 
Certificates account with respect to a given property represents charges 
that had been set up against the property 7 as assessments and interest 
receivable, which the fund management had expected to convert into cash 
for payment of construction, bonds, and interest costs. If the amount of 
the assessment sale certificate is to be extinguished by a no-charge disposal 
of the property, the effect is a reduction of the amounts available for the 
three purposes stated above. 

Accounts to be used for recording the disposal depend upon whether 
the fund is required to maintain a separation of assets and equities (fund 
balance) pertaining to its construction and its debt service activities, i.e., 
payment of debts and interest. If such is not the case a two-member entry 
is sufficient. 


Fund Balance 1,945 

Assessment Sales Certificates 1,945 


If the construction, bond, and interest components of the $1,945 are to be 
recognized, the following entry would report the significant information: 


Fund Balance — Construction 175 

Fund Balance — Bonds 1,650 

Fund Balance — Interest 120 

Assessment Sale Certificates — 1,945 


If interest had been formally accrued on the assessment while the certifi- 
cate was held by the improvement fund, the amount of the accrual would 
be xvritten off at this time, with an addition to the Fund Balance — Interest 
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debit. Debits to the balance accounts signify that amounts beret 
recorded for the three purposes have been reduced by surrender, wi 
cost, of the assessment sale certificate, in which had been acctinu 
certain charges originally expected to be converted into cash and use 
the purposes indicated. It should be noted that transfer of the pro 
without compensation results in the final loss of $25 of constrtictior 
which was used to defray the cost of advertising the property foi 
This amount and the first installment of $150 compose the debit to 
Balance — Construction. 

Illustrative transactions and entries 

As indicated in earlier parts of this chapter, the life history of a s] 
assessment fund may be of long duration from the original authors 
to the final payment on the indebtedness. However, most kinds of tra 
tions typical of a special assessment fund arc likely to occur in the 
years of its existence. The majority of these typical transactions w 
included in the example to follow. Since foreclosures have been disc 
and illustrated in detail, they will be omitted from the transactions 
covered at this time. 

1. In compliance with all pertinent laws and regulations, a special asses 
project for the construction of a storm sewer was authorized b 
city of X at an estimated cost of $75,000. This legal action is comp 
to the enactment of a budget for a revenue fund. Formerly the weit 
authority recommended an entry debiting Improvements Authorize 
crediting Appropriations to record the action. In its latest pronounce 
the National Committee on Governmental Accounting favors orr 
of what might be called the budgetary entry, and the recommem 
will be followed in this illustration. 

2. To cover preliminary costs pending more extensive financing, a 
porary loan was obtained from the general fund in the amount of $ 


Cash for Construction 6,000 

Due to General Fund 6,0i 


Assuming no classification of cash was necessary, the debit in this 
would have been merely Cash. 

3. Bids were opened and a contract let for the main construction proj 
the amount of $65,000: 


Encumbrances 65,000 

Reserve for Encumbrances 65,0< 


4. Based on the contract mentioned above, and taking into account 
probable costs, an assessment roll was prepared in the amount of $6 
with $12,000 additional to be contributed by the city. Assessments w< 
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be paid in 10 equal installments, and it was anticipated that the city’s share 
would be paid in two equal installments. The first installment and the city’s 
share of the cost were to be used for construction, whereas collections from 
the remaining installments were to be used for bond retirement: 


Assessments Receivable — Current 6,000 

Assessments Receivable — Deferred 54,000 

City’s Share of Cost 12,000 

Fund Balance — Construction 18,000 

Fund Balance — Bonds 54,000 


Had a budgetary entry been made to record authorization of the project, 
the turn credits above would have been replaced by a $72,000 credit to 
Improvements Authorized. 

5. Engineering and other preliminary costs related to the construction 
project were paid in the amount of $5,000: 


Construction Expenditures 5,000 

Cash for Construction 5,000 


It is hardly necessary to describe special assessment fund expenditures as 
Construction Expenditures. If the fund is for construction, all its ex- 
penditures, except for interest, are most certain^* for that purpose. (Al- 
though recorded as a direct cash payment, this transaction might have 
been routed through a voucher system and recorded in a Vouchers 
Payable account before actual payment. For brevity, in the examples to 
follow, expenditure transactions will not be recorded as vouchers payable 
before disbursement.) 

6. A bond issue not to exceed $60,000 was authorized, and $25,000 of bonds 
were sold at par: 

Cash for Construction 25,000 

Bonds Payable 25,000 


(If required by law or other regulation, the bond authorization might 
have been formally recorded by a debit to Bonds Authorized — Unissued 
and a credit to Bonds Payable, in which case the sale of the bonds would 
have required a credit to the former account.) 


Fund Balance — Bonds 25,000 

Fnnd Balance — Construction 25,000 


(This entry 7 records the increase in assets designated for construction by 
the creation of a liability against assets designated for bond retirements. 
For the bond segment of this fund, a liability was created against $54,000 
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of assessments, hut cash from sale of the bonds went to the construct! 
segment. Tiic liabilities of the bond segment increased without an incrc 
in bond assets. Construction segment assets increased without an incrc 
in liabilities.) 

7. In compliance with the terms of the construction contract, the contrac 
submitted a bill for partial payment based on the supervising cngincc 
certification of 40 percent completion: 


Reserve for Encumbrances 26,000 

Encumbrances 26,000 

Construction Expenditures 26,000 

Contracts Payable 26,000 


8. Interest receivable accrued on assessments during the first year amount 
to $1,200: 


Interest Receivable. . . 
Interest Revenue 


1,200 

1,200 


9. During the first year, one half of the city’s share of the cost and 
percent of the current assessment, with interest, were collected: 


Cash for Construction 1 1,400 

Cash for Interest Payments 1 ,0S0 

City’s Share of Cost 6,000 

Assessments Receivable — Current 5,400 

Interest Receivable 1,080 


10. Unpaid assessments due in the current year were transferred to t 
delinquent classification: 


Assessments Receivable — Delinquent 600 

Assessments Receivable — Current 600 


11. The contractor’s bill, less 5 percent retained as a performance guarani 
was paid: 


Contracts Payable 26,000 

Cash for Construction 24,700 

Contracts Payable — Retained Percentage 1,300 


12. The advance from the general fund was repaid: 


Due to General Fund 

Cash for Construction 


6,000 


6,000 
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operations within the authorizations granted for given periods. The same 
reason docs not exist with special assessment funds because authorizations 
to spend arc primarily on a project basis, possibly supplemented by 
memorandum allocations by periods, as a means of better control over a 
multiperiod project. Additions to the cost of fixed assets being produced 
by special assessment procedures formerly have been made (in the Long- 
term or Fixed Assets Group) on the basis of expenditures during a period, 

i.c., what was actually spent on them during that period. 

The present weight of authority advocates additions to long-term asset 
costs on the basis of expenditures plus encumbrances during a given 
period. In pursuit of this policy, periodical closing of Encumbrances in 
multiperiod projects is advocated as being desirable. Another reason for 
closing Encumbrances at the ends of periods for uncompleted projects is 
that, with closing Expenditures, it assists in reducing a Fund Balance to 
the amount available for expenditure in a subsequent period. Formerly 
this information was shown only in a schedule. Two facts about the 
mechanics of closing Encumbrances as now recommended seem apparent: 

a) Amounts of encumbrances added to long-term asset costs at the end 
of a period will have to be subtracted from the expenditures pertaining to 
them in the next period, to avoid double addition of the same amount. 

/;) If the amount of an expenditure of a special assessment fund in one 
period differs from the amount encumbered for it, and added to the cost 
of some long-term asset in a prior year, an adjustment of the amount added 
last period for the encumbrance will be necessary. 

In spite of reservations about the desirability of closing Encumbrances at 
the ends of time periods when a special assessment project has not been 
completed, the policy will be followed in illustrations and problems, in the 
absence of a specific statement to the contrary. 

2. Construction Expenditures is not closed as a matter of policy but to 
correlate with additions to the fixed or long-term asset account being 
produced by the special assessment project. Insofar as special assessment 
fund accounting is concerned, there is no reason for closing the account 
until the project is completed. 

3. Because of restrictions commonly placed on special assessment fund 
assets it is desirable, if such restrictions exist, to show the balance of assets 
under each restriction, as for construction, bond payments, etc. This can 
be done by establishing a special fund balance account for the difference 
between assets and liabilities in each category of purposes. Thus, assets 
provided for construction should give rise to a Fund Balance — Construc- 
tion account. If there is no reason, within a given fund, for maintaining a 
balance for each category of assets and liabilities, only a general account, 
Fund Balance, should be used. 

A balance sheet prepared following closing entries at December 31, 
1968, should appear, approximately at least, as shown in Illustration 10-4. 
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Illustration 10-4 
CITY OF X 

Storm Sewer Special Assessment Fund 


Balance Sheet, December 31, 1968 
Assets 

Cash: 

For construction 5 6,700 

For interest payments 1,080 $ 7,780 

Assessments receivable: 

Delinquent $ 600 

Deferred 54,000 54,600 

City’s share of cost 6,000 

Interest receivable 120 

Total Assets $6S,500 


Liabilities , Reserve , and Fund Balances 

Liabilities: 

Accrued bond interest $ 750 

Contracts payable — retained percentage 1,300 

Bonds payable 25,000 

Total Liabilities 527,050 

Reserve for encumbrances 39,000 

Fund balances : 

For construction (deficit) $ (27,000) 

For bonds 29,000 

For interest 450 

Total Fund Balances 2,450 

Total Liabilities, Reserve, and Fund Balances S68.500 


“Approximately” refers to the fact that there are acceptable variations of 
the form used in that illustration. 

The deficit position of Fund Balance — Construction at the end of the 
first year is not, in this instance, an indication of present or future financial 
difficulty. It comes about from the following circumstances: 

1. Cash for construction is to be derived from (a) collections on the first 
installment of assessments and ( b ) proceeds of the sale of bonds. 

2. At the end of the first year, only the amount of the first installment 
($18,000) and the proceeds of selling $25,000 par value of bonds had been 
credited to Fund Balance — Construction, a total of $43,000. 

3. However, $70,000 had been charged to the account in the closing 
entries, on account of $31,000 construction expenditures and $39,000 encum- 
brances for construction costs. 

Had enough more bonds been sold to yield $27,000 or more, the account 
would not have had a debit balance at December 31, 196S. Also, had the 
authorization to issue the $35,000 more bonds been recorded as a resource 
with a credit to Fund Balance — Construction, the debit balance in the 
account would not have existed. 

Concurrently with balance sheet preparation a schedule, or schedules, 
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should be drawn from the special assessment roll or ledger, showing 
delinquent and deferred assessments and interest payable by individual 
properties and property owners. Totals shown by these schedules must 
agree with the appropriate controls — delinquent assessments receivable, 
deferred assessments receivable, and interest receivable — in the general 
ledger. 

Illustrative entries for second year 

In the following transactions and entries for the second year, it will be 
assumed that the construction project is finished, together with the clos- 
ing of accounts related to the construction, leaving mainly the collection 
of assessments and payment of bonds to the remaining periods. 

1. The encumbrances closed at the end of 1968 were reestablished in the 
Encumbrances account: 


Encumbrances 39,000 

Fund Balance — Construction 39,000 


2. The second installment became due: 


Assessments Receivable — Current 6,000 

Assessments Receivable — Deferred 6,000 


3. An order for additional work was issued to an IGS fund, the estimated 
cost being $2,000: 


Encumbrances 2,000 

Reserve for Encumbrances 2,000 


4. Interest charged to property owners’ accounts during the year amounted 
to $3,100: 


Interest Receivable. . . 
Interest Revenue 


3,100 

3,100 


5. Collections on current assessments during the year amounted to $5,200, 
along with $2,900 for interest receivable and the balance of the city’s 
share of the cost: 


Cash for Construction 6,000 

Cash for Bond Payments 5,200 

Cash for Interest Payments 2,900 

City’s Share of Cost 6,000 

Assessments Receivable — Current 5,200 

Interest Receivable 2,900 
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6. Collections of delinquent assessments during the year totaled $300, with 
interest collections of $170, of which $140 had previously been accrued: 


Cash for Construction 300 

Cash for Interest Payments 170 

Assessments Receivable — Delinquent 300 

Interest Receivable 140 

Interest Revenue 30 


7. Of the remaining authorized bonds, $29,000 par value were sold at 101 
plus accrued interest, which amounted to $280. Premium was designated 
for interest payments: 


Cash for Construction 29,000 

Cash for Interest Payments 570 

Premium on Bonds 290 

Interest Expense 280 

Bonds Payable 29,000 


8. Balances of Fund Balance — Construction and Fund Balance — Bonds were 
adjusted for the effect of selling bonds to obtain cash for construction: 


Fund Balance — Bonds 29,000 

Fund Balance — Construction 29,000 


(Sale of the bonds increased the amount of liability chargeable against 
Assessments Receivable— Deferred and cash which had been collected for 
bond payments. That decreased Fund Balance — Bonds. The increase of 
Cash for Construction, not offset by a liability against Cash for Construc- 
tion, increased the balance of Fund Balance — Construction.) 

9. The contractor presented a bill for the balance of his contract: 


Reserve for Encumbrances 39,000 

Encumbrances 39,000 

Construction Expenditures 39,000 

Contracts Payable 39,000 


10. Bond interest paid during the year amounted to $1,600, including the 
$750 accrued at the end of last year: 


Accrued Bond Interest 750 

Interest Expense 850 

Cash for Interest Payments 1,600 


(An entry could have been made at the beginning of this year to reverse 
the adjusting entry which recorded accumulated bond interest. If that had 
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been done, the two above debits would have been joined in a single debit 
to Interest Kspense for $1,600.) 

11. The IGS fund presented a bill for $1,800 for services performed, and 
payment was made: 


Reserve for Encumbrances 

Encumbrances 

2,000 

2.000 

Construction Expenditures 

Cash for Construction 

1.800 

1,800 

The contractor’s bill, less 5 percent retained, was 

paid: 


Contracts Payable 

Contracts Payable — Retained Percentage 

Cash for Construction 

39,000 

1,950 

37,050 


13. Bonds payable of $5,000 par value were presented for payment and paid 
from proceeds of the second installment; accrued interest on these bonds 
amounted to $100: 


Bonds Payable 5,000 

Interest Expense 100 

Cash for Bond Payments 5,000 

Cash for Interest Payments 100 


14. Unpaid current assessments were declared delinquent: 


Assessments Receivable — Delinquent 800 

Assessments Receivable — Current 800 


15. Interest accrued on bonds at the end of the year amounted to $1,500: 


Interest Expense 1,500 

Accrued Bond Interest 1,500 


A trial balance of the storm sewer special assessment fund at December 
31, 1969 would appear as shown in Illustration 10-5. 

Appropriate closing entries for December 31, 1969 would be as fol- 
lows: 


Fund balance — construction 40,800 

Interest revenue 3,130 

Premium on bonds 290 

Construction expenditures 40,800 

Interest expense 2,170 

Fund balance — interest 1,250 
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Illustration 10-5 
CITY OF X 

Storm Sewer Special Assessment Fund 
Trial Balance, December 31, 1969 


Debit Credit 

Cash for construction $ 3,150 

Cash for interest payments 3,020 

Cash for bond payments 200 

Assessments receivable — delinquent 1,100 

Assessments receivable — deferred 48,000 

Interest receivable 180 

Accrued bond interest $ 1,500 

Contracts payable — retained percentage 3,250 

Bonds payable 49,000 

Fund balance — construction 41,000 

Fund balance — interest 450 

Interest revenue 3,130 

Premium on bonds 290 

Construction expenditures 40,800 

Interest expense 2,170 


S9S.620 598,620 


Illustration 10-6 
CITY OF X 

Storm Sewer Special Assessment Fund 
Balance Sheet, December 31, 1969 


Assets 

Cash: 

F or construction S 3,150 

For bond payments 200 

For interest payments 3,020 S 6,370 

Assessments receivable: 

Delinquent $ 1,100 

Deferred 48,000 49,100 

Interest receivable 180 

Total Assets $55,650 

Liabilities and Fund Balances 

Liabilities : 

Accrued bond interest $ 1,500 

Contracts payable — retained percentage 3,250 

Bonds payable 49,000 

Total Liabilities $53,750 

Fund balances: 

Construction $ 200 

Interest 1,700 

Total Fund Balances 1,900 

Total Liabilities and Fund Balances $55,650 


A balance sheet of the fund at December 31, 1969 would appear as 
shown in Illustration 10-6. 

Analysis of the above balance sheet would reveal the following rela- 
tionships: 
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J. Assets related to construction consist of S3. 150 endt and S300 delinquent 
assessments ($600 delinquent at tltc end of the first year less <300 collected 
in 1969). This total of 53,450 is offset by contracts payable — retained per- 
centage, 53,250, and fund balance — construction. $200. 

2. Cash of 5200 for bond payments, delinquent assessment (from 1969 
installment) of S800, and deferred installments (all for bonds) of 548,000 arc 
offset by S49,000 of bonds payable. 

3. Cash of S3, 020 for interest payments and 5180 interest receivable arc 
offset by accrued bond interest of 51,500 and fund balance — interest of $1,700. 

The question niny be asked as to the procedure to be followed for a 
special assessment fund for which segregation of assets, with correspond- 
ing identification of fund balances, is not required. The answer is simplv 
that only one category of assets is needed and a single fund balance is 
sufficient. Otherwise, transactions, entries, and statements follow the same 
form as has been illustrated. 

Two other kinds of statements of value in special assessment fund 
accounting and reporting arc statements of cash receipts and disburse- 
ments, and analyses of changes in fund balance, shown in Illustrations 
10-7 and 10-8. 

If a governmental unit has, at one time, two or more special assessment 


Illustration 10-7 
CITY OF X 

Storm Sewer Special Assessment Fund 
Statement of Cash Receipts and Disbursements, 1969 


hems 

Total 

Construction 

Bonds 

Interest 

Balances, December 31, 1968 

Receipts: 

.$ 7,780 

S 6,700 

None 

$1,080 

Collection of delinquent assessments. . . . 
Collection of city’s share of cost — 

.S 300 

$ 300 



one half 

. 6,000 

6,000 



Sale of bonds 

. 29,000 

29,000 



Collection of 1969 installment 

. 5,200 


$5,200 


Premium on sale of bonds 

Collection of interest on bonds sold 

290 



$ 290 

between interest dates 

280 



280 

Collection of interest on installments 

. 3.070 



3,070 

Total receipts 

.$44,140 

$35,300 

$5,200 

$3,640 

Total beginning balance 





and receipts 

.$51,920 

$42,000 

$5,200 

$4,720 

Disbursements : 





Payments on construction contract 

.$37,050 

$37,050 



Other construction expenditure 

. 1,800 

l,S0O 



Recular interest payment on bonds 

Payment of interest on bonds at retire- 

. 1,600 



$1,600 

ment 

100 



100 

Retirement of bonds 

. 5,000 


S 5,000 


Total disbursements 

.$45,550 

$38,850 

$5,000 

$1,700 

Balances, December 31, 1969 

.$ 6,370 

$ 3,150 

$ 200 

$3,020 
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funds in existence, a combined statement of cash receipts and disburse- 
ments could be prepared in the following manner: 

1. Cash for all purposes (construction, bonds, interest) would have to be 
combined into single amounts, as in the Total column of Illustration 10-7. 

2. Amounts for the several funds would be shown in columns, as for Con- 
struction, Bonds, and Interest in Illustration 10-7. 

Illustration 10-8 
CITY OF X 

Storm Sewer Special Assessment Fund 
Analysis of Change in Fund Balance, 1969 


Project authorization 

Fund balances, December 31, 1968: 

Construction (deficit) 

Bond 

Interest 

.5(27,000) 

. 29,000 

450 

$75,000 

Total 

Additions: 

Reestablishment of 1968 encumbrances closed at Decem- 
ber 31, 1968 

Interest revenue earned 

Premium collected on bonds sold 

Sale of bonds (increased fund balance — construction) . . . 

S 39,000 
3,130 
290 
29,000 

$ 2,450 

Total additions 


71,420 

Total beginning balance and additions 

Deductions : 

Construction expenditures 

Sale of bonds (decreased fund balance — bonds) 

Interest expense incurred* 

5 40,800 
29,000 
2,170 

$73,870 

Total deductions 


71,970 

Fund balances, December 31, 1969 

For construction 

For interest expense 

5 200 
1,700 

S 1,900 

Total 


1,900 


* Interest Expense account was debited for $2,450, but $280 of that amount was a refund of accrued 
interest collected on coupon bonds sold between interest dates. 


Illustration 10-8 demonstrates a few minor complexities that may com- 
plicate the preparation of an analysis of changes in the balance of a special 
assessment fund. Unfortunately, it is not possible to draw general rules 
which would provide guidance in the process of preparation. Obviously 
the process would be simplified if there were no restrictions upon the use 
of specific assets. If a balance sheet has been prepared for the end of the 
fiscal year to be covered by the analysis, keeping in mind the balance or 
balances which must be arrived at, as shown by the ending balance sheet, 
may be a minor aid but certainly not a full solution to the difficulty. 

Assessment rebates 

Assessment rebates include reductions of amounts now charged to 
beneficiaries of the fund and refunds of amounts already collected. Trans- 
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actions of the first kind, commonly called "abatements,” arc more numer- 
ous than refunds. Rebates -will be discussed in two groups, based upon the 
reason for the adjustment. 

Rebates of one kind arc brought about by errors in the assessment levy, 
the word "error” being used here in a very general sense. More specifi- 
cally. rebates of this sort arc based upon findings that certain individual 
assessments arc in excess of the amount legally owed; in fact, the entire 
amount of some individual assessments may be canceled. .More common 
causes of adjustments falling in this category arc incorrect classification of 
property, arithmetical errors in calculation of assessment, errors in de- 
scription of property, and exceeding legal limit of assessment based on 
ratio to property value. Standard procedures arc usually prescribed for 
presentation and consideration of claims based upon alleged ovcrasscss- 
ment. A finding in favor of the claimant calls for a rebate of the amount 
allowed by the reviewing body, but this allowance will not necessarily be 
equal to the amount claimed. 

Journalizing a rebate of this kind usually calls for canceling all or part 
of the original assessment, this assertion being predicated upon the as- 
sumption that payments are likely to be withheld while the amount of the 
assessment is in dispute. Credits for the rebate will depend upon the 
present classification of installments, that is, their distribution as to delin- 
quent, current, and deferred. Assuming a rebate of 25 percent on a $600 
assessment, of which S60 is now current and the balance deferred, the 
following entry would be required: 


Fund Balance 2 150 

Assessments Receivable — Current 15 

Assessments Receivable — Deferred 135 


Special care should be observed in explaining the above entry and in 
posting to the Special Assessments Ledger, in order to guard against 
suspicions of irregularity in reducing the amount shown as owing. If 
payments of installments and interest have been made before the granting 
of the rebate, proportionate amounts of cash may be refunded, thus 
requiring modification of the credit members of the above entry. 

Rebates of the second kind apply to all property owners within the 
benefit district and are brought about by completion of the project at a 
total cost which is less than the amount levied against the properties, plus 
any amount to be contributed by the governmental unit. Excess levies are 
likely to occur only when enacted before the total cost of the improve- 
ment is known. In general, an excess assessment is indicated when a 
project nears completion at an estimated total cost which is substantially 


- If proceeds of assessments are restricted as to purposes (construction, bonds, etc.), 
the fund balance debit should be divided to show any difference which may be re- 
quired by the restrictions. 
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less than the amount which apparently will be produced by the total of 
assessments and grants. 

The existence of a construction surplus having been ascertained, it 
remains to decide upon when and how to dispose of the balance. From an 
administrative standpoint, rebates should be withheld beyond all reasona- 
ble possibility that widespread defaults on assessments and losses in fore- 
closure might impair the fund’s ability to pay bonds as they mature. 
Furthermore, statutory regulations may even prohibit the rebating of 
assessments until the bonds are paid in full. An important factor in judging 
probable collectibility of unpaid installments is the ratio of assessment 
balances to the value of properties to which they apply, taking into 
account other possible liens, such as property taxes. 

Even though a construction excess exists, it may not be rebated. First, it 
may be so small that the cost of distribution would exceed the amount to 
be distributed. Unless rebating is specifically required by law, a small 
credit in Fund Balance — Construction may, at the discretion of the special 
assessment fund governing body, be transferred to some other fund; or 
the transfer may go to interest balance if a deficiency has developed or is 
expected to develop in that account. If the excess is to be rebated, the 
amount, here assumed to be §25,000, may be closed out of construction as 
follows: 


Fund Balance — Construction 25,000 

Reserve for Rebates 25,000 


If the construction excess were in the form of cash, to be refunded to 
property owners, Rebates Payable might well be substituted as the credit 
member of the above entry. A construction excess embodied partly in 
cash and partly in uncollected assessments should be apportioned accord- 
ing to law or, if no legal restrictions apply, in some manner equitable to all 
property owners. The division of the rebate between cash and credit 
having been determined, in tills case §10,000 cash and §15,000 credit, for 
illustration, the following entry might be made: 


Reserve for Rebates 25,000 

Rebates Payable 10,000 

Assessments Receivable 15,000 


The credit to Assessments Receivable should be divided between delin- 
quent, current, and deferred assessments according to a decision by the 
governing body. Needless to say, the credit members of the above entry 
must be supported by detailed schedules by properties and owners, with 
Assessments Receivable details posted to the Special Assessments Ledger. 
Rebates Payable will be liquidated by cash disbursements, the entries for 
which are obvious. 
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Construction deficits 

A construction deficit may arise from one or both of two causes, set 
forth below: 

1. Excess of total project cost over the total amount levied against property 
owners and the governmental unit, plus any supplementary contributions 
from other sources. This condition is most likely to arise when assessments 
arc levied before the total cost of the project is ascertained. 

2. Large-scale defaulting of installments, coupled with inability to dispose 
of foreclosed properties for the amount of charges standing against them. 

Three general possibilities arc available for elimination of construction 
deficits, the one to be selected depending upon such factors as the amount 
of the deficiency, laws and ordinances governing special assessments, and 
local circumstances: 

1. If the deficit is of small amount, it may be covered by a transfer from 
other improvement funds, if permitted by law, or by a contribution from a 
revenue fund, general or special. 

2. If sufficient help is not available from other improvement funds, even a 
sizable deficit might be covered by die general government in preference to 
levying and collecting additional amounts from owners of property located 
in the benefit district. 

3. Deficiencies of major proportions are likely to call for additional or 
supplemental assessments. The nature of supplemental assessments is of such 
importance that the next section is devoted to the subject 

If the deficit is eliminated bv direct receipt of cash from some other 
fund, the following simple entry (amount assumed) will suffice: 


Cash for Construction 2,000 

Fund Balance — Construction 2,000 


Accounting for supplements I assessments 

Supplemental assessments are, as the name indicates, charges to prop- 
erty owners in addition to the original levy which was made to cover the 
cost of the improvement. They may be resorted to for one or the other of 
two purposes, as follows: 

1. To finance a deficiency brought about by losses in the collection of 
installments, in amounts of such size that incidental aid from other funds 
would be inadequate. 

2. To finance improvement costs materially in excess of the original esti- 
mate, as well as costs for additions to the original project. 

As with other phases of special assessment activities, supplemental levies 
should comply with all applicable laws and ordinances, particularly with 
respect to the rights of affected property owners. To record a supplemen- 
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tal assessment of $15,000 for eliminating a construction deficit, the follow- 
ing entry might be made: 


Assessments Receivable — Supplemental 15,000 

Fund Balance — Construction 35,000 


The above entry establishes a separate control account for the extra levy, 
and a new subsidiary record for property owners is required. Supplemen- 
tal assessments, if of considerable amount, may be payable by installments, 
with the same accounting procedures as used for the original levy. How- 
ever, the use of a new control and new subsidiary accounts is not manda- 
tory: the additional levy may be regarded as an expansion of the first one 
and prorated over the subsequent installments of the original. The in- 
creased assessment would then be debited to Assessments Receivable — De- 
ferred and entered in the assessment ledger accounts already established. 
It may be that not all deficit and additional financing is supplied by 
property owners. If the governmental unit was charged for a part of the 
original estimate, it may be expected to bear part of the additional cost. 
To record this fact would require a debit to Governmental Unit’s Share 
of Cost, along with the charge to Assessments Receivable — Deferred. 

Inadequacy of the original budget to cover the cost of the project is 
indicated if total charges to Construction Expenditures and Encum- 
brances closely approach the original authorization, with a substantial part 
of the project estimated cost not yet recorded. Upon official action of the 
appropriate governing body to increase the total authorization, an assess- 
ment levy is legal and may be made w-hen needed to help finance the fund 
project, ■which may be immediately or some weeks or months hence. 

When the levy has been established, it would be recorded in the usual 
manner for a special assessment, debiting Assessments Receivable — Cur- 
rent (or Deferred) or Assessments Receivable — Supplemental, as required 
by the proposed manner of collection. Although discussed in connection 
with construction deficits, supplemental assessments may be initiated to 
provide funds for bond payments, which would require that collection 
proceeds be recorded in Cash for Bonds rather than Cash for Construc- 
tion. 

Interest income and expense transactions 

It will be recalled that receipts and payments of interest were included 
among transactions typical of special assessment funds, in connection with 
an example provided earlier in this chapter. Interest income is secondary 
to interest expense; that is, interest probably would not be charged and 
collected on assessments except as a means of financing interest expense on 
bonds issued to permit immediate construction of the improvement, al- 
though assessment collections are to be spread over future years. 
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Jn theory, the interest rare on assessments should he just hiefh enough to 
provide the amount of money needed to pay interest on bonds. This exact 
correlation of income and expense cannot usually he obtained in practice, 
one important reason being that some propertv owners, if permitted to do 
so, may choose to pay installments in advance, with the purpose of 
avoiding interest . 3 Furthermore, sale of properties through foreclosure 
proceedings may not realize the total charges standing against the prop- 
erty, resulting in some shrinkage of anticipated receipts. Calling of bonds 
before the maturity date is a third factor which may affect the planned 
balance between interest income and interest expense, such action tending 
to produce an interest surplus. Although referred to earlier in this chapter, 
it may be repeated here that interest income and interest expense arc 
summarized in an account entitled Fund Balance — Interest, the balance of 
this account after the closing entries indicating the comparison between 
interest earnings and expenses to date. 

Special assessment fund bonds, like other kinds of bonds, may be sold at 
more or less than par; and it might be thought that premium or discount 
on such bonds would affect nee interest expense. This would be true if 
premium or discount in a special assessment fund were deferred and 
subsequently amortized over the life of the bonds. Such practice is not 
standard procedure because there is little point to determining net interest 
expense by periods for a special assessment fund. The important question 
is whether cash interest expense is adequately covered by cash received 
from property owners in payment of interest on assessments. Direct 
closing of premium and discount (using assumed amounts) may be ac- 
complished by the following entries: 

For discount: 


Fund Balance — Construction 4 2,000 

Discount on Bonds Payable 2,000 


For premium: 


Premium on Bonds Payable 2,000 

Fund Balance — Interest 2,000 

Cash for Interest Payments 2,000 

Cash for Construction 2,000 


3 Some special assessment funds forestall a shortage of interest money resulting 
from prepayment of installments by requiring that interest be paid in full to the 
original maturity dates of the installments which are prepaid. 

4 The discount might be made up by a grant from another fund, in which event the 
construction balance would be unaffected by the discount, and the debit in this entry 
would be to Cash for Construction. Another possibility, if any bonds were sold at a 
premium, would be to use the premium money for construction, in the absence of 
prohibitory' restrictions. 
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The latter entry above assumes that cash realized from the premium was 
originally entered in Cash for Construction. The logic of debiting the 
discount to Fund Balance — Construction lies in the fact that the sale of the 
bonds at a discount reduces the net amount available for expenditure and, 
therefore, should be charged to the account showing the authorization to 
spend. If it is both desirable and legal to defer the discount and amortize it 
through periodic interest charges, equivalent amounts of cash should be 
transferred from Interest Cash to Construction Cash; otherwise, the opera- 
tion, of questionable merit at best, would have no value. 

In general, two methods are available for dealing with a debit balance 
in the interest balance account. If the amount is sizable and growing from 
period to period, the situation would appear to call for an increase of the 
interest on assessments, the increased rate being sufficiently high to coun- 
teract the accumulated deficit as well as matching interest expense ex- 
pected to accrue currently in the periods to follow. If the existing deficit 
is small, with current interest income and expense in approximate balance, 
it may be liquidated by a transfer from construction balance, if any; from 
other improvement funds which have an available balance; or from cur- 
rent revenue funds. These methods are recommended in preference to an 
increase in the interest rate on assessments, to avoid disturbing the sched- 
ule of payments to which property owners have bcome accustomed. If 
an interest deficit of $2,000 is balanced by a transfer from Construction 
Cash, the following entries might be made: 


Cash for Interest Payments 2,000 

Cash for Construction 2,000 

Fund Balance — Construction 2,000 

Fund Balance — Interest 2,000 


Other statements of special assessment funds 

The general nature of some special assessment fund statements has been 
illustrated in earlier parts of tills chapter. These include balance sheets, 
statements of cash receipts and disbursements, and analyses of changes in 
fund balances. In tills section will be illustrated a more complex form of 
cash receipts and disbursements statement and another statement unique 
to special assessment fund reporting, a comparison of unpaid installments 
with bond and interest requirements. 

Illustration 10-9, using a form and figures from a published annual 
report, combines the showing of a statement form and content more 
complex than those shown in Illustration 10-7, with a demonstration of 
how information for two or more funds may be shown in one report. 

Another type of cash statement emphasizing cash segregation by pur- 
pose (construction, payment of bonds, etc.) is shown in Illustration 
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Illustration 10-9 

CITY OF I.1NDALE 

Special Assessment Funds 
Statement of Cash Receipts and Disbur'ctr.ent' 
Year Ended Scptcmltcr 30 , 1969 



Ccrr.Frr.eA 

Street -ei 
Avrr.’te 

Smrr 

Cash balances at October 1, 1968: 

For construction 

.$ 324.63 5.97 

S 26.147.50 

$ 295.4SS.47 

For interest payments 

6.210.94 

1.032.93 

5. 187.01 


S 330.S55.91 

S 27.180.43 

$ 505.675.4S 

Receipts: 

Sale of bonds — principal amount 

5 500.000.00 


S 500.000.no 

Accrued interest on bonds sold 

557.40 


557.40 

Collections on assessment receivables. . . . 

318.163.81 

S 69,819.30 

248.344.51 

United States government securities 
matured 

. 1,212.421.80 

226,156.90 

986,284.90 

Interest on investments and receivables . . . 

23,926.91 

3,946.87 

19,980.04 

Advances from other funds 

92,193.93 

15,090.17 

77.103.76 

Contribution from general debt and 
interest fund 

S .045.2 3 

205.70 

7,839.55 

Total receipts 

,S2. 155. 509.08 

S3 15.198.94 

SI, 840.1 10.14 

Total balance and receipts 

.$2,486,164.99 

S 3-42. 379.37 

$2,143,785.62 

Disbursements: 

Capital outlays for construction 

.$1,287,845.19 

$179,882.78 

$1,107,962.41 

Bonds retired 

76.000.00 

15,000.00 

63,000.00 

Interest paid on bonds 

37,507.50 

5,160.00 

32,347.50 

Cost of bond issues 

1,065.98 


1,065.98 

Commissions to fiscal agents 

176.00 

25.50 

150.50 

United States government securities 
purchased 

. 694, 0 5 S. 9 5 

48,287.12 

645,771.83 

Refund of assessments receivable collec- 
tions 

36.69 


36.69 

Repayment of advances from other funds.. 

91,983.07 

14,880.00 

77,103.07 

Total disbursements 

.$2,188,673.58 

$261,235.40 

SI. 927.45 7.98 

Cash balances at September 30, 1969: 

For construction 

.5 55,364.49 

$ 24.324.67 

$ 31,039.82 

For debt retirement 

. 242,127.12 

56.819.30 

185,307.82 

Total Cash Balances 

.5 297,491.61 

S SI. 143.97 

$ 216.347.64 


10-10. The special function of this type of statement is to demonstrate 
that restrictions designed to govern the use of cash for specific purposes 
have been complied with. Disbursements would follow the same general 
classification — construction, bonds, interest payments. 

Two other forms of cash receipts and disbursements statements are 
(1) the single-fund statement in which, by use of columns, the various 
kinds of receipts and disbursements are classified by purpose (construc- 
tion, bonds, etc.), shown in Illustration 10-7; and (2) statements for two 
or more funds, with separation, by use of special headings, into incom- 
plete and complete projects or funds. Illustration 6-5, in Chapter 6, shows 
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figures for one incomplete capital projects fund and another completed 
one. If there were two or more funds in either of the two categories, a 
superior heading should indicate which are incomplete and which com- 
plete, although a brief inspection should reveal which is one and which 
the other classification. 

Some special assessment funds are organized with a provision that 
matches specific bonds with specific installments receivable. This was 
explained in an earlier section, “ Features of Special Assessment Bonds.” 
An arrangement of this sort requires great care in the control of collec- 
tions and making of payments. A kind of statement that helps in the 

Illustration 10-10 


Street 

and Special 
Combined Avenue Sewer 

Receipts: 

F-.r construction: 

Sale of bonds 
Delinquent installments 
Foreclosures 

Total receipts for construction 
For bond payment: 

Governmental unit’s share of cost 
Current installments 
Delinquent installments 

Total receipts for bond payments 
For interest payments: 

Accrued interest on bonds sold 
Interest on assessments 
Total receipts for interest payments 
Total : All Receipts 


management of this restrictive arrangement is one called “Comparison of 
Installments with Bonds and Interest.” This kind of statement is shown in 
Illustration 10-11. 

Although Illustration 10-11 bears considerable resemblance to a balance 
sheet, it is only an extraction of special assessment fund information which 
has been arranged in a sort of balance sheet form. Perhaps its best 
contribution is the showing of the present status of certain blocks of 
bonds owed by the fund. It is interesting to note that, in the absence of 
advance payment, a given maturity class of bonds does not begin to show 
activity until its maturity date approaches. At that time property owners 
begin to convert the current installment into cash and the matching bonds 
pass from a long-term to a current classification. 

Termination of special assessment funds 

Terminating the affairs of a special assessment fund is a twofold respon- 
sibility. One, bringing to a close the transactions and records for its 
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Illustration 10-11 

CITY OF X 
Special Assessment Fund 

Comparison of Installment? with Bonds and Interest 
December 31 , 1969 


Explanation 

j 

Total 

Installment So. 

7 

S 

9 1 10 

1 

Assets 

|, '->h for bond payments 

< a?h for interest payments 

Assessments receivable: 

Delinquent 

Deferred 

I, crest receivable 

i 

1 ital Assets 

Liabilities and Balance 

Accrued bond interest 

Due to itcncral fund 

’b nds pa?3blc 

balance- interest 

1 < ral Liabilities an.) balance. . . . 

$ 300 

775 

3.200 

60,000 

200 

$ 300 
775 

3,200 

200 

| 

i 

$ 20,000 

1 

i 

! 

! 

$ 20,000 

1 

! 

i 

; 

$ 20,000 

S 64, 47 5 ! 

$ 4,475 

$ 20,000 

$ 20,000 

$ 20,000 

S 75 

1,000 
62.500 
000 

$ 75 

1,000 
2.500 
000 

1 

1 

$ 20,000 

j 

$ 20,000 

i 

$ 20,000 

1 564,475 j $ 4,47 5 j 

$ 20,000 

$ 20,000 j S 20,000 


expenditure transactions, is relatively simple of accomplishment in both 
time and manner. The othet, settling its financing activities, mav be 
attended by delay and some measure of difficult} 7 . It mav be that holders 
of some bonds cannot be located and some assessments cannot be collected 
until xvell after the scheduled date ot payment or collection. 

After all legitimate costs ot the project, excluding those of a financial 
nature, have been recorded in Expenditures or Construction Expenditures, 
this account is closed to Fund Balance — Construction. If the project has 
extended into two or more fiscal periods, it mav be that expenditures have 
been closed into Fund Balance — Construction at the end of each prior 
period, leaving a relatively small amount to be closed at the end of the 
final period. Should a balance of any amount remain in Fund Balance — 
Construction after all construction costs have been paid, it may be rebated 
to property owners and a participating governmental unit, if any; or it 
may be disposed of in any other legal way as determined by responsible 
persons. Disposing of deficits has already been discussed in the section 
entitled “ Construction Deficits .” 

Assuming that the project has involved the acquisition of a permanent 
improvement, rather than providing a current service, the question arises 
as to the amount to be capitalized as a fixed asset. Should it include the 
total cost of the project; or should property owners’ contributions be 
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excluded, since they are supposed to increase the value of private prop- 
erty? The prevailing opinion appears to favor capitalization of both 
public and private contributions, with a clear indication in accounts of the 
general fixed assets group to show the amounts contributed by each. 
Assuming §50,000 had been spent on construction of a storm sewer, of 
which §15,000 was contributed by the city, the general fixed assets group 
would record the acquisition (in total) as follows: 


Improvements Other than Buildings 50,000 

Investment in General Fixed Assets — Property Owners ... 3 5,000 

Investment in General Fixed Assets — City’s Share of Cost ... 1 5,000 


As indicated previously, the financial operations of a special assessment 
fund include levying and collecting installments and managing payment 
of bonds. Also alluded to in an earlier paragraph is the fact that the 
financial operations are likely to continue long after the improvement has 
been acquired. One factor which may cause material delay in terminating 
the financial activities is difficulty in the collection of installments. Al- 
though the fund management is vested with power to enforce collections 
by foreclosure, if necessary, conditions may render such action inadvisa- 
ble at the moment unless mandated by law. Delay in the installment 
collection process is likely to interfere with the orderly payment of 
bonds, it is clear, unless temporary financing can be obtained from other 
sources; but this is only a shifting of the liability. Even though cash is 
available for the payment of bonds, some delay may be encountered in 
paying them because of difficulty in locating bondholders, especially if 
the fund has been involved in financial troubles to the extent of casting 
serious discredit on the value of the bonds. In the event of failure to locate 
bondholders, the special assessment fund becomes virtually a trust fund, 
unless the bonds and cash for their payment can legally be transferred to a 
special trust fund for that purpose. The balance remaining after all liabili- 
ties have been paid or transferred — financing surplus, as it were — may be 
rebated or given to another fund; whereas a deficit would be disposed of 
as provided by law, probably through assistance from another fund. 
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QUESTIONS 

1. In the balance sheet of Central City’s special assessment fund there is an 
account entitled Estimated Uncollectible Assessments Receivable — S21,000. 
This was not a service fund. Since special assessments for tangible im- 
provements arc liens upon the improved property, what circumstances 
might justify the allowance? 

2. Docs levying a special assessment upon residential property constitute 
revenue for the levying fund? For the municipality as a whole? 

3. The legal advertisement of a special assessment fund of a southern city 
showed, among other things, for Block 2021: “Lot 10, Luckhardt, Chas. F. 
and Margaret P. $295.30.” A recapitulation following the names listed in 
Block 2021 was as follows: 

Total area 170,130 sq. ft. 

Total cost $6,369.02 

Cost per sq. ft S.037436196 


Explain the above information, particularly the relationship between any 
two or more parts. 

4. What is the major factor in causing special assessments against property 
to be more or less arbitrary? 

5. Occasionally a governmental unit will account for public improvement 
special assessments as part of the general fund. Do you see any objection 
to that practice? 

6. For a certain public improvement project a municipality levied assessments 
totaling $100,000. What occurrences or circumstances might cause that 
amount to be inadequate? 

7. What is the justification for requiring a purchaser of property being sold 
for delinquency of payments to pay all installments at once, whereas the 
previous owner was allowed to pay installments periodically? 

8. At January 1, 1969, the amount of all delinquent assessments for 1966, 
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1967, and 1968 had been recorded in the controlling account, Special 
Assessments Receivable — Delinquent. If you were directed to prepare a 
schedule in support of the balance of that account, state how you would 
go about getting the necessary details. Assume an assessment roll like the 
one illustrated in this chapter is being used. 

9. A municipality is about to embark upon a sewer installation program in 
certain areas of the city. Should the project be financed by special assess- 
ment bonds or by general bonds to be retired from general fund revenue? 

a ) Which would the rank-and-file citizen prefer? 

b ) Which would the municipal administration prefer? 

c ) Which would be preferred by landowners in the benefit area? 

10. In a certain state, the special assessment fund procedure is employed for 
the construction of agricultural land drainage ditches. Original financing 
of these projects is by term bonds. A state law specifies that if installments 
are paid before their due dates, interest continues to accrue until the due 
date. Why? 


PROBLEMS 

1. In 1969, the town of Helmsburg initiated a program of sidewalk construc- 
tion and street curb improvements to be financed mainly by assessments 
against benefited properties. This project was designated as No. 84. Engi- 
neering and construction estimates placed the total cost of the project at 
$600,000, of which the city government agreed to contribute $50,000. 

Assessments against property owners, payable in installments of annually 
increasing amounts over a period of eight years, called for $40,000 in the 
first installment, for construction cash; with the remaining $510,000 to be 
deferred, with proceeds to be used for bond retirement. Provision for 
current financing of contract costs included a bond issue of $510,000 to be 
sold early in 1970. 

During 1969 the following transactions occurred in special assessment 
fund No. 84: 

(1) The governmental unit’s expected contribution was recorded. 

(2) The main construction contract was sold (let) for a price of $530,000. 

(3) $20,000 cash was received as a short-term loan by the Helmsburg general fund. 

(4) Engineering and other “early stage” costs were paid in the amount of $8,000. 

(5) All assessments were levied, with first payments due in 1970. ($40,000 current.) 

You are required to do the following things: 

a) Record the above transactions on a columnar worksheet, leaving two 
lines for Fund Balance — Construction. (This may be preceded by 
journal entries on a separate sheet.) 

b) In the second pair of money columns on your worksheet, enter the 
balances of the various accounts, to construct a trial balance at Decem- 
ber 31, 1969. 

c) In the third pair of money columns, make the closing entry or entries 
for 1969; and in the fourth pair show an after-closing trial balance for 
December 31, 1969. 
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(5) Departing somewhat from general practice, amounts spent to date on incomplete 
projects were shown in the balance sheet as Construction Projects in Process, with 
5465,417 for the former and $527,966 for the latter. 

(6) Warrants payable outstanding against the former fund were only 586 and $1,337 
for the latter. 

(7) The two owed retained percentages on contracts of $5,839 and $12,509, 
respectively. 

(8) Refunds payable were 529 for the former and $1,653 for the latter. 

(9) Only the latter fund owed other funds, and that in the amount of $1,217. 

(10) Thoroughfares had a $1,000 matured bond payable outstanding, along with $1,367 
matured interest. Sewers owed $942 matured interest payable. No interest expense 
accrued but not due was shown. 

(11) Bonds payable, not matured, owed by the two totaled $3,413,000 for the former and 
$7,766,000 for the latter. 

(12) Encumbrances outstanding were $172,159 and $236,913, respectively. 

(13) Each fund showed a single balance, without reference to construction, bonds, and 
interest components. 

You are required to do the following things: 

a) Arrange the above information in the form of a combined columnar 
balance sheet with “combined,” “thoroughfare,” and “sanitary sewer” 
columns. 

b ) State what conclusion you draw about the relative size of unpaid assess- 
ments receivable and the estimated uncollectible accounts. 


4. The city of Wendover had what was called “The Special Assessment 
Fund.” At June 30, 1969, its adjusted trial balance was as follows: 


Debit Credit 

Cash $ 21,440 

Assessments receivable — delinquent 3,800 

Estimated uncollectible assessments $ 2,600 

Assessments receivable — deferred 75,000 

Due from other funds 1,900 

Accrued expense 960 

Vouchers payable 5,900 

Contracts payable — retained percentage 5,750 

Appropriations 100,000 

Improvements authorized 5,000 

Bonds authorized — unissued 25,000 

Bonds payable 100,000 

Fund balance 4,590 

Revenue from service 29,000 

Interest revenue 420 

Encumbrances 4,800 

Reserve for encumbrances 4,800 

Expenditures 27,800 

Construction expenditures 88,030 

Estimated loss on uncollectible assessments 780 

Interest expense 470 


$254,020 $254,020 


Investigation revealed that this structure actually contained a construc- 
tion special assessment fund initiated in August of 1968 and a special assess- 
ment electric fund which had been in existence several years, to supple- 
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c) Record the sale assuming that the purchaser was required to pay past- 
due and current claims against the property and to assume liability for 
the noncurrent indebtedness. 

d ) Record the facts assuming that no satisfactory bids were received and 
the special assessment fund took provisional title to the property. 

e ) Record sale of the property after the special assessment fund had taken 
provisional title to it, the consideration being just the total charges 
against it. 

f) Record transfer of the property, after provisional title had been taken, 
as in (d), to the city park system, with no consideration. 

6. Late in 1968, the city of Dalton established a special assessment fund which 
operated on a limited scale during that year. The total authorization was 
for $225,000. A charge of SI 04,000, payable in 1970, was levied against 
the city, and special assessments totaling $111,000 were levied against 
individually owned properties. Of the $111,000, the amount of $15,000 was 
due in 1968 and the remainder was due in four equal annual installments 
beginning in 1969. Only collections from the first installment and proceeds 
from the sale of bonds were to be used for construction. A before-closing 
trial balance of the fund at December 31, 1969, was as follows (accounts 
arranged alphabetically): 


CITY OF DALTON 

Storm Sewer Special Assessment Fund 
Trial Balance, December 31, 1969 


Debit Credit 

Assessments receivable — delinquent (1968) S 1,000 

Assessments receivable — current (1969) 2,000 

Assessments receivable — deferred 72,000 

Bond interest payable S 750 

Bonds payable 200,000 

Cash for bond payments 22,000 

Cash for construction 62,000 

Cash for interest payments 1,400 

Construction expenditures 85,000 

Contracts payable 35,000 

Contracts payable — retained percentage 9,000 

Encumbrances 55 ,000 

Governmental unit’s share of cost 104,000 

Interest expense 9,750 

Interest receivable 70 

Interest revenue 5,470 

Reserve for encumbrances 55,000 

Fund balance— construction 204,000 

Fund balance — interest 5,000 

Temporary investments (at cost) 100,000 

$514,220 S5 14,220 


a) You are required to divide the foregoing accounts into three self- 
balancing groups: (1) those related to construction, (2) those related 
to bond payments, and (3) those related to interest payments. Tempo- 



Governmental accounting 


h) Calculate to the nearest tenth of one percent the rate of rebating which 
should be used in determining the amount of rebate due to a given 
property owner, (In practice, rite rate would need to be carried some- 
what farther than tenths of a percent for satisfactory results.) 

In 1967, the town of Lisbon began organization of a special assessment 
project to finance a major improvement of streets in one area of the town. 
Preliminary estimates placed the approximate cost at $860,000. A project of 
that amount was legally approved by all parties concerned. At the same 
time, an $800,000 issue of term bonds was approved. 

(1) l'.arly in 19 o 8 a contract for the major parr of the job was let in the amount of 
$820,000. 

(2) $10,000 was borrowed on an interest-hearing note. 

(J) d'lte bond issue was sold in total at a net price of $804,000, cash from the premium 
being designated for bond retirement. 

(4) A bill for $250,000 on the main contract was received and recorded. 

(5) Investments were purchased from construction cash at a cost of $500,000, with 
$5,000 added for accrued interest purchased. 

(0) The contractor’s bill, less a 5 percent retention, was paid. 

(7) A special assessment of $850,000 was levied against property owners in the benefit 
district. A current installment of $50,000 was for construction, the remainder for 
bond retirement, 

(8) $20,000 cash interest was collected on investments. All but the accrued interest 
purchased was designated for interest payment. 

(9) Interest paid on bonds totaled $1 J,000. 

(10) $18,000 was paid for miscellaneous construction expense which had not been 
encumbered. 

(11) Collections on the current installment of assessments totaled $-17,000, with $5,600 
interest. 

(12) Uncollected current assessments were reclassified. 

You are required to do the. following things: 

,j) Record the foregoing transactions, either by journalizing and posting 
or by direct posting from transactions, 

!>) Prepare a trial balance for December 31, 1968. 

<’) Make closing entries. 

J) Prepare a balance sheer. 

e) Prepare an analysis of changes in fund balance for 1968. Make this a 
three-column statement for Fund Balance — Construction, Fund Balance 
— Bonds, and Fund Balance— Interest. You may head the bond column 
with an $800,000 authorization if you wish. 

The following transactions occurred in 1969: 

(1) F.ncntnbrances reversed in 19o8 were restored, 

(2) $80,000 of assessments were classified as current. 

(J) Miscellaneous construction expenditures of $9,000 (not encumbered) were paid in 
cash. 

(•!) A bill for $200,000 was received from the contractor. 

(5) Investments which cost $200,000 were sold for $203,000 plus $2,500 for interest. It 
was directed that all cash received should be classified ns construction cash. 

(o) $7o,000 of current and $1,000 of delinquent assessments, plus $34,000 interest 
revenue, was collected. 

(7) The contractor's latest hill, less a 5 percent retention, was paid. 
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(8) The assessment fond management succeeded in buying $10,000 par value of the 
fond's bonds at 101 and $300 of accrued interest. 

(9) As a result of a wage settlement ending a prolonged strike, the contract was 
amended, as provided in the contract, to cover additional wage costs which would 
accrue from the settlement. 

It was agreed that $30,000 would be added to the contract price, and both the project 
authorization and the contract were increased by that amount. Also, $30,000 was 
added to the deferred assessments and an additional bond issue was authorized. 

(10) $36,000 interest expense was paid on bonds. 

(11) A bill was received from the contractor for $80,000. 

(12) The note payable and $500 interest were paid from construction cash, the interest to 
be charged to Fund Balance — Construction. 

(13) Unpaid current assessments were reclassified. 

You are required to do for the end of 1969 the same things required for 
the end of 1968. 

9. Following approval by a majority' of affected property owners, the munici- 
pal authorities of Speed City authorized, on July 12, 1968, an assessable im- 
provement project expected to cost approximately $215,000. Temporary 
financing of the pro ject was provided by a bond authorization of S2 15,000. 
The bonds were dated August 1, 1968, and bore interest at 4 percent, 
payable annually on August I. Twelve annual maturities of $17,000 each 
and a final payment of $11,000 were provided for, with the first maturity on 
August I, 1969. 

Assessment rolls totaling $180,000 yvere prepared and reported to prop- 
erty' owners, with an additional noninterest-bearing charge of $40,000 to 
the city (credit total to Fund Balance — Bonds). Assessments are payable 
in 10 annual installments, with interest at 6 percent from September 1, 1968 
on unpaid balances. Prepayment of installments is not permitted. Current 
installments and interest for the preceding year on unpaid installments be- 
come due and are recorded on January' 1 of each year, beginning with 1969. 
Each year’s current installment of assessments receivable is recorded on 
the date it becomes due and is reclassified as delinquent if not paid by the 
end of the year. The citv’s share of cost matures at the same rate and on 
the same date as assessments against property owners, but is not formally 
classified into installments. 

The entire bond issue was sold to an underwriting syndicate on Novem- 
ber 1, 1968, at par and accrued interest. Proceeds of the bonds were used 
to pay for the project, which cost a total of $213,500 and yvas paid for prior 
to August 1 , 1969. 

In February* of 1969 a rebate of all charges against one property' was 
made because of proof that the property' was situated outside the legally- 
advertised benefit district. An assessment of $1,000 had been levied against 
this property*. 

By August 1 , 1969, $16,450 of the current year’s installment, the 1969 
installment of the city’s share of cost, and $3,551 interest due on January' 1, 
1969, had been collected. Bonds and interest due on that date were paid. It 
may be assumed that the special assessment fund has one bank account for 
all cash and that temporary overdrafts are allowed in the Cash for Interest 
ledger account. 

You are required to do the following things: 
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3. Assets of the kinds commonly described as fixed assets of mercantile and 
manufacturing concerns are usually found among enterprise funds and are 
shown in enterprise fund balance sheets. However, these long-term assets used 
in carrying on enterprise operations are often called plant and equipment. 
For convenience of discussion, in this chapter and the next the term “fixed 
assets” will be used to mean the same as plant and equipment. 

4. Fixed, or long-term, liabilities are included in enterprise accounts and 
shown in their balance sheets. These liabilities, although sometimes carrying 
the secondary pledge of the government’s full faith and credit, are primarily 
secured by claims against the fund’s earnings and in most instances are 
liquidated from fund revenues, against which they may have a preferred 
claim. 

5. Depreciation of plant and equipment is an important item among enter- 
prise fund costs. Because of the large aggregate of fixed assets required by 
most enterprise activities, depreciation is large in amount and must be taken 
into consideration in measuring gain or loss. To assure continuity of sendee, 
governmental enterprises are frequently required to supplement depreciation 
allowances by accumulation of so-called “depreciation funds,” which are not 
funds in the common usage of that term but rather resenations of cash or 
other liquid assets to guarantee availability of resources for replacements as 
required. 

6. Enterprise accounts frequently contain one or more secondary groups 
of accounts, which are primarily segregations of assets used for some purpose 
associated with but not included in the primary activity of the enterprise. 

7. Although still required by law in some jurisdictions, the use of budgetary 
accounts is not recommended for the control of enterprise operations. It is 
believed that the commercial type of revenue and expense accounts used in 
enterprise accounting provide control that is more effective for such activities 
than would be obtained from the conventional budgetary control accounts. 
This does not preclude the use of budgets of the usual commercial type, but 
applies only to formal budgetary accounting. Most of the following discussion 
and illustrations of enterprise funds will assume the absence of budgetary 
accounts. 

By far the most numerous and important enterprise services are those 
commonly referred to as utilities. To facilitate discussion, in this and the 
next chapter, funds for the conventional utility services (electricity, gas, 
water, transportation, etc.) will be referred to as utility funds, meaning a 
major group of enterprise funds. 

Initiation of enterprise funds 

Although governments may acquire enterprise plants and properties 
through original construction and purchase, it may be safely asserted that 
in the majority of cases public ownership has been attained through 
acquisition of properties already in operation, either through arm’s-length 
negotiation with present owners or through exercising the government’s 
right of eminent domain. In most instances, public ownership has been 
resorted to for one or the other of two purposes: (1) to provide service 
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Accounting for the acquisition of a utility from private owners in- 
volves two general requirements, the second of which is attended by 
somewhat greater complications than the first. These two general require- 
ments are as follows: 

1. Accounting for money raised to obtain possession of property. 

2. Accounting for the several assets and liabilities received and assumed, 
respectively, in the process of acquisition. 

To illustrate principles of accounting for the acquisition of a going 
utility plant, it will be assumed that the initial financing, referred to above, 
W 2 S provided bv the town of Rossburg for the purchase of a privately 

Illustration 11-1 

ELKO ELECTRIC CORPORATION 

Trial Balance 
September 30, I96S 

Debit Credit 


Structures end improvements 

Allowance for denreciarion — structures and improvements . 

.$ 210,000 

$ 70,000 

Equipment 

Allowance for depredation — equipment 

. 60.000 

15,000 

Land 

Accounts receivable 

Estimated uncollectible accounts 

. 16,000 
. 9.000 

. ! S ,000 

1. 000 

Materials and supplies 

Prepaid expenses 

Vouchers parable 

1,600 

SOO 

3,500 

Accrued expenses 


400 

Mortsase pavable 


45,000 

Capital stock — common 


173,000 

Retained eaxnines 


7,500 


$ 515,400 

$ 515,400 


owned electric utility, already in operation; and that the necessary money 
has already been transferred to the new electric fund. To reduce the 
number of accounts required, it will be assumed that the utility owns no 
generating plant or equipment but purchases current from a second 
utility*. Immediately prior to transfer, it will be assumed, the trial balance 
of the utility was as shown in Illustration 1 1-1. 

The trial balance in Illustration 11-1 shows a total net worth of 
51S0.500, based on the book value of the assets owned. However, it is not 
common for transfers from private to public ownership to be effected on 
the basis of recorded net worth. Either because the appraised sound value 
of the utility property* is in excess of book value or because of a tendency 
to allow private owners a premium on property appropriated for public 
use, the amount paid is likely* to exceed the net worth per the books. 
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Illustration 11-2 

TOWN OF ROSSBURG 

Electric Utility Fund 
General Journal 
September 30, 1968 


Account Titles and Explanations 

Cash 205,000 

Municipality’s Contribution 205,000 

To record municipality’s contribution of electric utility’s 
purchase price. 

Structures and Improvements 210,000 

Equipment 60,000 

Land 16,000 

Electric Plant Acquisition Adjustment 24,500 

Cash 9,000 

Accounts Receivable 18,000 

Materials and Supplies 1,600 

Prepaid Expenses 800 

Allowance for Depreciation — Structures and Improvements 70,000 

Allowance for Depreciation — Equipment 15,000 

Estimated Uncollectible Accounts 1,000 

Elko Electric Corporation, Vendor 253,900 

To record assets purchased from Elko Electric Corporation. 

Elko Electric Corporation, Vendor 48,900 

Vouchers Payable 3,500 

Accrued Expenses 400 

Mortgage Payable 45,000 

To record liabilities assumed from Elko Electric Corporation. 

Elko Electric Corporation, Vendor 205,000 

Cash 205,000 


To record payment for net assets acquired from Elko Electric 
Corporation. 


Thus, ownership of the Elko Electric Corporation property is likely to 
cost the town of Rossburg in excess of $180,500; and for illustrative 
purposes, it will be assumed that the purchase price was $205,000. 

The predominant rule in utility regulation and related accounting 
practice is that utility plant shall be stated in the books of account at cost 
(less amortization) to the owner who first devoted the property to public 
use. Among utilities, this has the technical name of original cost. 1 Any 
premium paid over and above such cost less amortization is in the general 
nature of payments for goodwill by nonutility enterprises. But utilities 
enjoy monopoly privileges and are subject to corresponding restrictions. 
One of the restrictions is that earnings shall not exceed a fair rate of 
return. Since goodwill is the capitalized value of excess earnings, utilities 


1 Federal Power Commission, Uniform System of Accounts Prescribed for Public 
Utilities and Licensees (Washington, D.C.: U.S. Government Printing Office, 1961), 
p. 3. 
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can have no goodwill (in the accounting sense). Premium on plant pur- 
chased must be accounted for under some other caption. The title recog- 
nized and commonly used to record such a premium is Electric Plant 
Acquisition Adjustment or some variation thereof. 

Terms of utility purchases may vary widely: The private owners may 
retain all cash or transfer it in total; they may transfer the organization net 
of certain liabilities or may require the new owners to assume all; other 
adjustments may be agreed upon. Likewise, accounting procedures fol- 
lowed in recording the transfer may take a number of different forms. In 
the present illustrations, it is assumed that the total assets and liabilities of 
the Elko Electric Corporation were transferred in consideration of 
$205,000 cash, the $24,500 premium over net book equity to be considered 
as an acquisition adjustment. (See Illustration 11-2.) 


Illustration 11-3 


TOWN OF ROSSBURG 


Electric Utility Fund 
Trial Balance, September 30, 1968 


Structures and improvements 

Allowance for depreciation — structures and improvements . . . 

Equipment 

Allowance for depreciation— equipment 

Land 

Electric plant acquisition adjustment 

Cash 

Accounts receivable 

Estimated uncollectible accounts 

Materials and supplies 

Prepaid expenses 

Vouchers payable 

Accrued expenses 

Mortgage payable 

Municipality’s contribution 


Debit 

Credit 

$210,000 

$ 70,000 

60,000 

15,000 

16,000 

24,500 

9,000 

18,000 

1,000 

1,600 


800 

3,500 


400 


45,000 

205,000 

$339,900 

$339,900 


Entries on the transferor’s books will not be illustrated. 

It will be noted that the last entry in Illustration 1 1-2 merges the two 
entries preceding it with the first entry in which the electric fund re- 
corded a receipt of cash that gave it financial existence. A trial balance of 
the fund at this point would appear as shown in Illustration 1 1-3. 

The trial balance in Illustration 11-3 shows the titles and balances of 
accounts to be opened in the municipality’s electric utility books. It is 
desired to call attention to four facts about accounts composing the fixed 
assets group, as follows: 

1. It will be noted that plant and equipment are listed ahead of other assets. 
This conforms to practice that is prevalent, but not dominant, in utility ac- 
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counting and is fu<uncd because utilities specialize in the rendering of service 
through the employment of fixed assets. From that source comes the major 
portion of utility income. .Management of fixed assets and fixed liabilities in 
utility operation far overshadows management of current assets and liabilities. 

2. When a going utility is sold for cash it is customary for its present 
cash to be retained and the selling price reduced correspondingly. 

?. Although fixed assets acquired have been recorded under the titles used 
by the transferor, this may not always be desirable, for the reason that they 
may have been improperly classified on the previous owner's books. On the 
new owner's books, they should be recorded in compliance xvith classifications 
recommended by whatever utility commission has jurisdiction in the territory 
served. Thus, “equipment*’ might he found to include such a diversity of items 
as to require nvo or more accounts. 

4. In nonutilitv accounting practice, acquisition of a partly depreciated 
asset max - be recorded in an account for cost and another for accumulated 
depreciation, or in a single account showing unnmortized cost in one figure. 
Became of the importance of original cosr in utility regulation, the first 
method is required for utilities. 

Accounting for routine operations 

The expression, “routine operations of n utility." ns used here, includes 
the rendering of service and collection of bills for service rendered. 
Rendering sendee requires expenditures for salaries and wages; for materi- 
als and supplies and, usually, for a certain amount of contractual sendee 
received; and for collccrions of amounts billed. Utilities ordinarily engage 
in numerous other types of incidental activities, but these will be discussed 
under special captions or illustrated through problems. In the present 
section, only one revenue account xxill be employed; and onlv a fexv of 
the m.tnv expense titles required in utility accounting will be used. Actu- 
nllv. to be adequate for effective management, utilitx' accounting requires 
the use of diversified revenue nccounrs and even more highly diversified 
expenditure accounts; but the details of these practices will be set forth in 
the next chapter. Only the most frequent types of transactions, in sum- 
nun* form, xxill be presented nr this time; and it will be assumed that they 
arc related to the town of Rossburg electric fund trial balance, to be 
found in Illustration ]!-?. 
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4. Prepaid Expenses 900 

Vouchers Payable 900 

Insurance premiums vouchcrcd during the year totaled 
$900. 

5. Repairs and Maintenance 7,600 

Vouchers Payable 7,600 

Repairs and maintenance costs, other than for personal 
services, vouchered during the year. 

6. Materials and Supplies 4,500 

Vouchers Payable 4,500 

Materials and supplies invoices vouchered during the year. 

7. Taxes 1,100 

Vouchers Payable 1,100 

Various taxes vouchered for payment during the year. 

8. General Expense 2,600 

Vouchers Payable 2,600 

To record the amount of general expense vouchered dur- 
ing the year. 

9. Repairs and Maintenance 4,900 

Materials and Supplies 4,900 

Materials and supplies issued on requisitions during the 
year. 

10. Fuel 21,000 

Water 900 

Vouchers Payable 21,900 

Cost of fuel and water vouchered during the year. 

11. Interest Expense 1,800 

Vouchers Payable 1,800 

Interest on mortgage payable for the year. 

12. Cash 103,000 

Accounts Receivable 103,000 

Collections on customers’ bills during the year. 

13. Equipment 15,000 

Vouchers Payable 15,000 

Purchase of equipment. 

14. Estimated Uncollectible Accounts 1,300 

Accounts Receivable 1,300 

Accounts considered uncollectible were written off. 

15. Vouchers Payable 99,000 

Cash 99,000 

Payments on vouchers during the year. 


At September 30, 1969, a trial balance of the electric utility fund 
would appear as shown in Illustration 11-4. 

Adjusting entries 

As stated previously, accurate determination of periodic net income or 
net loss is important to the efficient management of utilities. Thus, it 
follows that revenue and expense account balances in the utility statement 
of income and expense should reflect amounts of revenue earned and 
amounts of expenses incurred during the period represented. Adjusting 
entries are necessary at the ends of fiscal periods to obtain the desired 
degree of accuracy. Utility adjusting entries are comparable in subject 
matter and form to commercial-type adjustments. 
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1. Materials and Supplies 100 

Repairs and Maintenance 100 

To adjust the Materials and Supplies account to agree with the 
physical inventory of materials and supplies. 

2. General Expense 800 

Prepaid Expense 800 

To adjust the Prepaid Expense account to agree with the sched- 
ule of unexpired insurance premiums at September 30, 1969. 

3. Depreciation — Structures and Improvements 8,000 

Depreciation — Equipment 7,500 

Allowance for Depreciation — Structures and Improvements. . 8,000 

Allowance for Depreciation — Equipment 7,500 

To record depreciation of structures and improvements and 
equipment for the year. 

4. Amortization of Electric Plant Acquisition Adjustment 900 

Allowance for Amortization of Electric Plant Acquisition 

Adjustment 900 

To amortize part of premium paid on acquisition. 

5. Loss on Uncollectible Accounts 2,100 

Estimated Uncollectible Accounts 2,100 

To record the estimated loss of 2 percent of billings for the year. 

6. Taxes 300 

Accrued Expenses 300 

To record taxes accrued but unpaid at the end of the year. 

7. General Expenses 200 

Accrued Expenses 200 


To record general expenses accrued but unpaid at the end of the 
year. 


Discussion of the subject matter of entry 7 4 will be deferred until the 
next chapter, in which special attention is given to amortization of other 
long-term costs. 

After the posting of the foregoing adjusting entries, a trial balance of 
the electric utility 7 ledger would appear as shown in Illustration 1 1-5. 

Statements 

From the adjusted trial balance at September 30, 1969 may be prepared 
an operating or income and expense statement, as well as a balance sheet. 
Schedules are widely employed to give details of some groups of income 
or expense which appear as a total figure in the operating statement, but 
discussion of these supplementary statements will be deferred until the 
next chapter. Another type of statement found among utility financial 
reports is the statement of changes in retained earnings. It follows closely 7 
the commercial form of the statement of the same name. As in commercial 
practice, utilities use this statement for convey 7 ing to management and 
other interested parties an explanation of changes in the utility’s retained 
earnings during the period ended on a given date. 

The statement of income and expense for the town of Rossburg 
electric utility 7 (Illustration 11-6) will give a general idea of the ty 7 pical 
operating statement of a utility 7 , particularly 7 its similarity 7 to the compara- 
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Illustration 11-6 


TOWN OF ROSSBURG 

Electric Utility Fund 
Statement of Income and Expense 
For the Year Ended September 30, 1969 


Operating revenues : 

Sales of electric energy S 105,000 

Total operating revenues $105,000 

Operating expenses: 

Salaries and wages $47,900 

Repairs and maintenance 12,400 

Depreciation of structures and improvements 8,000 

Depreciation of equipment 7,500 

Amortization of electric plant acquisition adjustment 900 

Fuel 21,000 

Water 900 

General expense 3,600 

Taxes 1,400 

Loss on uncollectible accounts 2,100 

Total operating expenses 105,700 

Operating income (loss) $ (700) 

Nonoperating expense: 

Interest expense $ 1,800 

Total nonoperating expenses 1,800 

Net Income (Loss) $ (2.500) 


tions for profit. However, since business and the accounting profession 
are striving to replace “Earned Surplus” with a more meaningful title, 
such as “Retained Earnings,” employment of the title (Earned Surplus) 
by governmental utilities seems to be of doubtful wisdom. While recog- 
nizing the merits of other titles, “Retained Earnings” will be used in this 
chapter and the next because it has been approved by the National 
Committee on Governmental Accounting. 


Closing and post-closing entries 

Following the practices of commercial enterprises, utility funds also 
require entries (1) to close all nominal accounts for the year and (2) to 
transfer net gain or loss to Retained Earnings. This can be done in one 
entry (from Illustration 11-6), debiting each account having a credit 
balance, crediting each account having a debit balance and debiting the 
net loss to Retained Earnings. If preferred, closing may be done in two 
or more entries. If post-closing entries are made as of October 1, 1969, 
the adjusting entries to be reversed are Nos. 6 and 7. 

Secondary groups of accounts 

As stated previously, utility fund accounts are often characterized by 
the inclusion among their number of certain secondary groups or segrega- 
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Illustration 11-7 


TOWN OF ROSSBURG 


Electric Utility Fund 
Balance Sheet, September 30, 1969 

Assets 


Fixed Assets: 

Land 

Structures and improvements $210,000 

Less: Allowance for depreciation 78,000 

Electric utility acquisition adjustment $24,500 

Less : Allowance for amortization 900 

Equipment $ 75,000 

Less: Allowance for depreciation 22,500 


Total Fixed Assets 

Current and Accrued Assets : 

Cash $ 13,000 

Accounts receivable $ 1 8,700 

Less: Estimated uncollectible accounts 1,S00 16,900 

Materials and supplies 1,300 

Prepaid expenses 900 


Total Assets 


$ 16,000 

132,000 

23,600 

52,500 
$ 224,100 


32,100 
$ 256,200 


Liabilities , Contributions , and Retained Earnings 


Fixed Liabilities: 

Mortgage payable $ 45,000 

Total Fixed Liabilities S 45,000 

Current Liabilities : 

Vouchers payable S 8,200 

Accrued expenses 500 

Total Current Liabilities 8,700 

Total Liabilities 5 53,700 

Contributions and Retained Earnings: 

Municipality’s contribution $205,000 

Retained earnings (deficit) (2,500) 

Total Contributions and Retained 

Eamings (deficit) 202,500 

Total Liabilities, Contributions, and 

Retained Eamings (deficit) $256,200 


tions of accounts which in themselves bear some resemblance to funds. 
The more common among these groups are as follows: 

1. Sinking fund accounts. 

2. Customers’ deposits accounts. 

3. Replacement fund accounts. 

4. Pension fund accounts. 

5. Construction accounts. 

They will be discussed in the above order. 

Sinking fund group 

Accounts in this group are used to record the direct transactions in 
which a utility engages to assure availability of assets and net worth to 
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discharge long-term indebtedness at maturity, without interruption of the 
utility’s normal service to its patrons. The transactions consist principally 
of segregation of assets to assure their availability in liquid form at the 
maturity of the indebtedness and of reservations of earnings so that 
payment of the debt may be made without disturbance of the utility’s 
working capital. As in private corporation practice in sinking fund man- 
agement, utility sinking funds are not operated in strict compliance with 
an actuarial schedule of required accumulations. The preparation of such 
a schedule is recommended as a standard of performance, but the Reserve 
for Retirement of Sinking Fund Bonds is not required to show at all times 
a balance exactly equal to the amount shown as required to be accumu- 
lated according to the accumulation schedule. If a utility’s bonds to be 
retired are acquired by its sinking fund, it is not necessary that they be 
kept alive to enable complete compliance with an actuarial schedule. The 
schedule of accumulation, as stated previously, is more of a memorandum 
in nature; and it may be adjusted, with little formality, to give effect to 
retirement of the bonds purchased. 

If it be assumed that §20,000 cash is transferred from operating cash to 
the sinking fund, the entry would be as follows: 

Sinking Fund Cash 20,000 

Cash 20,000 


To register in the utility’s net worth the fact that an amount of assets has 
been removed from operating capital to a restricted form, the above entry 
should be supplemented as follows: 


Retained Earnings 20,000 

Reserve for Retirement of Sinking Fund Bonds 20,000 


Although the method illustrated for establishing a retained earnings re- 
serve is almost universally followed in commercial accounting, the same is 
not true for governmentally owned utilities. Laws or other regulations 
may require that the transfer be made before the net income for the 
period is closed to Retained Earnings. In such a case the transfer is made 
after all revenues and expenses have been closed into the summary ac- 
count but before the net gain is transferred to Retained Earnings. This 
method has the result of making a two-way distribution of net income, 
one part going to the reserve, the other to Retained Earnings. Transfers to 
reserves are sometimes covered by appropriations. When this condition 
exists, it is more logical for the transfer to be made from the Profit and 
Loss (or Operating) summary account than from Retained Earnings. 

Investment of sinking fund cash, assuming the purchase of §200 of 
accrued interest, would be recorded as follows: 
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Sinking Fund Investments 19,000 

Interest on Sinking Fund Investments 200 

Sinking Fund Cash 19,200 


Receipt of interest on the investments would be recorded as follows: 


Sinking Fund Cash S00 

Interest on Sinking Fund Investments 500 


If sinking fund investments are acquired at a premium or discount, which 
is likely to be the case, periodic net earnings on the securities should be 
adjusted for amortization of premium or discount. 

At the end of the fiscal period, the net amount of earnings recorded 
above, $300 (possibly adjusted for accrued income), would appear in the 
utility’s statement of income and expenses and in the closing entries would 
be transferred to Retained Earnings. It is true that the net earnings could 
be closed to the Reserve for Retirement of Sinking Fund Bonds, but such 
procedure is not mandatory because the utility sinking fund is not of the 
trust fund type but is primarily an accounting and financial device. The 
reserve for retirement account is ordinarily increased by direct transfers 
from Retained Earnings, as illustrated in connection with the establish- 
ment of the group. 

In the utility fund balance sheets, accounts of the sinking fund group 
might be displayed as follows, assuming $40 accrued interest: 


Assets 

Sinking fund: 

Cash 

Investments 

Accrued interest on investments 

Total Sinking Fund 

Liabilities, Reserves, and Retained Earnings 
Reserve for retirement of sinking fund bonds (actuarial require- 
ment, $22,000) $20.340 


$ 1,300 
19,000 
40 

$20,340 


The use of utility sinking fund assets for their intended purpose of 
long-term debt liquidation requires, first, that noncash assets be converted 
to cash form. After the debt has been paid, the Reserve for Retirement of 
Sinking Fund Bonds should be debited, with an offsetting credit to 
Retained Earnings. 

Customers' deposits accounts 

Utilities may follow the practice of requiring patrons to make deposits 
to assure the recovery of meters or to minimize the risk of loss on 
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collection of utility service bills. Such deposits should be accounted for by 
formal contract between the two parties, and interest may be allowed bv 
the utility on the accumulated amount of the deposit. 

Assets related to patrons’ deposits may be segregated, managed, and 
accounted for in a manner similar to the procedure followed for sinking 
fund assets. That is, cash received may be invested and income earned on 
the investments held. There is less reason for segregating customer depos- 
its assets than for segregating sinking fund assets because customer depos- 
its will be paid off more or less on a day-by-day basis as individual 
customers discontinue taking sendee; and since the amount of each de- 
posit is relatively small, operating cash may be used for the refund, if 
necessary. Customers’ deposits equities are ascertained liabilities and 
should not be designated as a “reserve.” Customers’ Meter Deposit Cash 
(or other asset) and Customers’ Meter Deposits Payable, or other similar 
titles, are used for customers’ deposits accounting. Periodically, the 
amounts of the equities should be increased by the amounts of interest 
accumulated since the last adjustment. Interest on investments of custom- 
ers’ cash deposits is an income of the utility, and interest on amounts due 
to customers is a utility expense. The utility may pursue no definite plan 
of investing amounts deposited by customers, but if interest is allowed, 
each customer must be credited with his share, regardless of how the 
utility manages the assets represented by his deposit. 

Replacement fund 

Utilities have the responsibility of providing uninterrupted service of 
the kind and amount customers require. This responsibility entails the 
necessity of maintaining the physical plant in good operating condition. 
To accomplish this, utilities must not only maintain a sufficiency of total 
assets to meet all requirements, but some assets must be in such liquid form 
that they are readily available on short notice for use in replacement of 
assets that have reached the end of their serviceable life. Establishment of 
depreciation allowances in adequate amounts prevents impairment of capi- 
tal through depreciation, but it gives no assurance that cash or other liquid 
assets will be available for immediate replacement of fixed assets fully 
depreciated or requiring substitution for other reasons. 

Replacement funds, using the term in the sense of asset segregation, 
may consist of cash, securities, or other similar items which have been set 
aside to assure availability when needed. The common source of assets for 
establishment of the group is operating cash. Purchases and sales of 
investments, earning of interest, and other related transactions would be 
accounted for in the same manner as for utility sinking fund assets. Since 
replacement fund assets are not available for use in the utility’s main 
operations, retained earnings should be appropriated to the amount of 
assets reserved for replacement use. Entries to record the establishment of 
a replacement fund or group of accounts ordinarily follow the pattern 
illustrated in these two entries: 
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Replacement Fund Cash 10,000 

Cash (Operating) 10,000 

Retained Earnings 10,000 

Reserve for Replacement 10,000 


If interest is earned on replacement fund investments, it should be in- 
cluded in the utility’s income and expense statement and transferred, 
among the closing entries, to Retained Earnings. Increase of replacement 
fund assets should be accounted for by two entries, similar to those that 
recorded establishment. Replenishment of replacement fund cash follows 
the standard pattern for replenishing petty cash and other imprest funds. 

Pension fund 

Municipally owned utilities may operate pension funds for the benefit 
of employees. Some utility employee pension funds are circumscribed by 
legal requirements which actually separate them from the utility itself, in 
which case the pension fund becomes a separate legal and financial entity 
of the trust fund type. If the pension fund is an intra-utility arrangement, 
its organization and operation will follow the replacement fund proce- 
dure, in that it may represent a special grouping of assets for restricted 
purposes and requires a reservation of retained earnings to indicate the 
nonavailability of certain assets for general purposes. 

Construction fund 

Owing to the widespread increase in demand for utility service, expan- 
sion of plant through additions or betterments is a common experience in 
the utility field. Small-scale projects or gradual expansion may be carried 
on without special financing, with little modification of, or departure 
from, normal accounting routine. However, large-scale projects which 
require special financing and special managerial handling call for the 
application of special accounting procedures. Cash received from bond 
issues must be clearly identified, expenditures on the project must be 
definitely separated from operating expenses, and liabilities to be liqui- 
dated from construction cash must be appropriately captioned. To facili- 
tate the separation of construction transactions from operating transac- 
tions, a special construction group of accounts is employed. 

For purposes of demonstrating the operation of w'hat may be called 
“expansion” accounts, a few' typical entries will be given, assuming that 
budgetary entries arc not to be used: 

1. Construction Cash 396,000 

Discount on Bonds 4,000 

Bonds Payable 400,000 

To record the sale of S400,000 par value of bonds at 99, to 
finance plant expansion. 
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Concerning the above entry and the subsequent handling of the accounts 
used therein, the following observations may be made: 

a) A special cash account has been used to separate construction cash from 
operating cash. The title “Bond Cash” is sometimes used. Separation of con- 
struction cash from operating cash is convenient but not imperative. 

b ) Discount on the bonds will be accounted for in much the same manner 
followed by commercial enterprises. Ali transactions associated with the bond 
issue will be recorded in the utility fund, and discount or premium amortiza- 
tion may be fused with periodic charges for nominal interest. 

c) The bond liability is retained in the utility' fund and will be paid off 
direcdy from utility fund assets. 

Since only proprietary transactions are being illustrated, no entrv will 
be made for the issuance of purchase orders or for commitments in other 
forms. Expenditure transactions will be recorded following the receipt of 
materials, supplies, or services. An entry for a typical expenditure transac- 
tion would be as follows: 


2. Construction Work in Progress 29,000 

Vouchers Payable — Construction 29,000 


To record liability for engineering and architectural service 
received. 


Identification of the liability 7 - account as a construction item promotes 
accuracy in payment, since the claim must be paid from construction 
cash. If it is not desired to operate a separate controlling account, individ- 
ual vouchers -which are to be paid from construction cash may be marked 
with significant numbers, letters, or other devices to distinguish them 
from vouchers to be paid from operating cash. Concerning the debit 
member of the above entry-, if properties of two or more kinds are under 
construction at the same time, detailed records will have to be kept in 
order to permit accurate capitalization of costs under appropriately de- 
scriptive titles. 

The entry 7 - immediately above is typical of those to be recorded for 
most expenditures made directly by the utility for costs applied to the 
project. Part or all of the direct expenditures upon the project may 7- be 
made by an outside contractor, to whom the utility will have liability and 
make payments, in the manner characterizing similar transactions in a 
bond fund. An illustrative entry 7 for such a transaction would be as 
follows: 


3. Construction Work in Progress 63,000 

Contracts Payable 63,000 


To record liability for construction completed, based on 
architect’s certificates presented. (Liquidation of Contracts 
Payable has been illustrated in previous chapters.) 
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During the construction period a utility may contribute to the cost of 
construction by the use of operating assets and personnel. These contribu- 
tions may include payment of what later proves to be construction costs 
out of operating cash, use of operating materials and supplies to further 
construction, and use of operating equipment and personnel for the same 
purpose. When these incidents occur, the major problem is to determine 
the amount of the capital expenditure; correction requires only a transfer 
entry, as follows: 


4. Construction Work in Progress 740 

Salaries and Wages 740 


To charge the former account with the services of operating person- 
nel for time spent on the construction project. 


Closely related to the foregoing entry and the transaction illustrated 
thereby is the capitalization of net financial charges, that is, nominal 
interest plus discount amortization or minus premium amortization, which 
financial charges are recorded initially in interest expense accounts. In the 
field of utility regulation, there is a close relationship between plant 
valuation and charges for services. In general, utilities are allowed to earn 
a fair rate of return upon some valuation of the plant used in rendering the 
service. Thus, it becomes financially profitable for a utility to obtain the 
highest allowable valuation for its operating properties. Over a period of 
time, it has become established practice to allow utilities to capitalize 
financial charges during the construction period — financial charges not 
only on borrowed money but also on any other funds expended upon the 
project. Capitalizing interest on nonborrowed money is permitted on the 
ground that the use of the money for the construction deprives the utility 
of its use for other profitable activities. Among accountants generally, the 
consensus seems to oppose capitalizing any interest charges whatever, on 
the ground that interest is a cost of financing and not of construction. 
However, as long as privately owned utilities include financing charges 
during construction as a cost of the completed asset, it would appear that 
publicly owned utilities should do like vase, in order that the accounts and 
statements of the wo groups may lend themselves to more dependable 
comparisons. 

Capitalization of interest charges during a given fiscal period might be 
recorded by an entry such as the following: 


5. Construction Work in Progress ],600 

Interest Expense 1,600 


To transfer from the latter account to the former the amount of 
interest charges to be capitalized for the year. 
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If the charge for interest were based upon the use of the utility’s own 
money, the credit member of the above entry would be Interest Charged 
to Construction or some similar title. 

Upon completion of a construction project, all costs accumulated in 
the Work in Progress account must be classified under exact account 
titles, not only as to controlling accounts but for subsidiary accounts as 
well. If it be assumed that expenditures charged to Work in Progress 
amount to §410,000, of which $387,000 was for structures and improve- 
ments and the balance for clearing land, the following entry might be 
made: 


6. Structures and Improvements 387,000 

Land 23,000 

Construction Work in Progress 410,000 


To transfer the total cost of construction to permanent ac- 
counts. 


After all construction costs have been paid, the utility may still not 
have disbursed all the cash realized from the supporting bond issue. The 
method of disposing of excess funds may be dictated by law or other 
pertinent regulations; but in the absence of such control, a logical disposi- 
tion of the amount would appear to be transferal to the bond sinking 
fund, if one is being operated. 

Conclusion 

Although it is possible to agree upon certain general principles which 
seem to offer guidance toward effective accounting for publicly owned 
utilities, widespread deviations from these principles may be found. State 
laws and local ordinances, reflecting regional and community experiences 
with, and attitudes toward, utilities, size (based on volume) of the utility, 
physical and economic conditions under which the utility operates, and 
other factors, all have a bearing on the utility’s accounting system and 
procedure. To repeat a suggestion previously made, accounting for pub- 
licly owned utilities should follow rather closely the manual prescribed 
for privately owned utilities of similar size in the same state. In the next 
chapter, further attention will be given to financial reporting for utilities 
and to other special features of utility accounting. 
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QUESTIONS 

1. The balance sheet of a large municipal electric fund showed Customers’ 
Deposits as a current liability in the amount of $122,317. No assets were 
segregated to balance the liability. Discuss the merit or lack of merit in 
this procedure. 

2. When utility customers are required to make deposits to guarantee return 
of meters and payment of bills, the utility incurs a liability for the amount 
of the deposit and ordinarily for interest on the deposits. If during a given 
year the income from customers’ meter deposits investments exceeds in- 
terest expense on customers’ deposits, should the difference between the 
two interest amounts be credited to a customers’ deposits surplus account? 
Why? 

3. A privately owned utility had a net worth of $150,000. It was purchased 
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intact for $175,000, by a municipality. Of the premium, $10,000 was assigned 
to land and the balance to buildings. 

a) What debit account titles would you select for recording the wo 
amounts of premium? 

b) Supposing the building to which the premium applied had an estimated 
remaining life of 12 Vi years, make a journal entry to record one year’s 
amortization. 

c ) What do you think of recording amortization of the premium on the 
land on the same or a similar basis? 

4. In Illustration 11-2 it is assumed that the cash and receivables of the 
transferor were transferred to the new owner, that is, that the utility was 
acquired intact. Assume that the purchase price was the same but that cash 
and receivables were retained by the transferor and make an entry to 
record the purchase of assets. Recording payment for the assets is not 
required. 

5. What do you assume to be the significance and purpose of a Reserve for 
Outstanding Tickets account in the balance sheet of a municipal street 
railway? 

6. Some utilities in some jurisdictions are required by law to fund their 
depreciation reserves, that is, establish a segregation of assets in the amount 
of the total depreciation. What is the purpose of such a requirement? 

7. A certain large city is the site of much large-scale manufacturing which is 
subject to great seasonal and cyclical fluctuations, as well as strikes and 
threats of strikes. Its municipal water utility follows the policy of accruing 
unbilled revenue from water sales for statement purposes. Do you see any 
logical connection between the foregoing sets of facts? 

8. Refer to Illustration 1 1-6 and make a closing entry for the nominal accounts 
of Rossburg’s electric utility fund for fiscal 1969. Close the loss to Retained 
Earnings, which will become a deficit account for the time being. 

9. Bearing in mind the purpose of replacement funds (as a segregation of 
assets) and reserves for replacement, which of the two do you consider to 
be the more important, assuming that a utility has only one of the two? 

10. One utility operates in an agricultural-small town community. Another 
operates in a metropolitan area characterized by a considerable shifting of 
population from one house to another and from one neighborhood or com- 
munity to another. Should both utilities maintain a system of meter de- 
posits? Explain. 


PROBLEMS 

1. The town board of Maumee directed that $375,000 cash be transferred 
from the town’s general affairs as a permanent contribution to a newly 
created water fund. The cash represented the purchase price of the Wilkins 
Water Company, plus an additional amount to serve as initial working 
capital for the new activity. At April 30, 1968, the effective date of purchase, 
the Wilkins Company had the following after-closing trial balance: 
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Debit Credit 

Land $ 32,000 

Structures and improvements 507,000 

Allowance for depreciation — structures and im- 
provements $272,000 

Equipment 156,000 

Allowance for depreciation — equipment 85,000 

Cash 19,000 

Accounts receivable 44,000 

Estimated uncollectible receivables 16,000 

Materials and supplies 7,000 

Prepaid general expenses 11,000 

Vouchers payable 29,000 

Accrued expenses 6,000 

Capital stock 578,000 

Retained earnings 10.000 


$786,000 $7S6,000 

The acquisition occurred as follows: 

(1) The municipal contribution was received on April 25, 1968. 

(2) As of April 30, 1968, the Maumee water utility fund acquired the assets of the 
Wilkins Water Company, excluding cash. Receivables were purchased at one half 
of their face value. When the purchased assets were recorded the allowance for un- 
collectible receivables was increased to establish the new book value of receivables. 
The vendor’s liabilities were assumed and a cash payment of $343,000 in full settle- 
ment was made. 

You are required to do the following things: 

a) On the books of Maumee water utility fund journalize the municipality’s 
contribution and the fund’s acquisition of the Wilkins property. 

b ) Post your entries to T accounts. 

c ) Prepare a trial balance of the town of Maumee Water Utility Fund for 
April 30, 1968. 

2. (Note: This problem is based on the trial balance from the solution to 
Problem 1.) 

During the fiscal year ended April 30, 1969, the transactions and year-end 
adjustments of the Maumee water utility fund were as follows: 

(1) Billings to customers during the year for water usage totaled $312,000. 

(2) To provide additional working capital a six months’ loan of $75,000 was obtained. 
The note bore interest at 6 percent per year, payable at maturity. 

(3) $132,000 for new structures and improvements, and $71,000 for new equipment 
acquired as part of a rehabilitation program, were vouchercd during fiscal 1969. 

(4) Other transactions vouchercd during fiscal 1969 were as follows: 


Materials and supplies (debit Materials and Supplies) $ 37,900 

Payment of note and interest expense 

Salaries and wages 173,400 

General expenses (no prepayments) 31,700 

Insurance premiums (Prepaid General Expense) 10,300 

Tax expenses 4,600 

Accrued expenses at April 30, 1968 


(5) During fiscal 1969 structures and improvement which had cost $81,000. with a book 
value now depreciated to $12,000, and equipment which had cost $37,000, with a 
book value now depreciated to SI 3,000, were sold for $15,000 cash. For lack of 
complete information, record disposal of the assets in the manner conventionally 
used for nonutility fixed assets, rather than by use of a Retirement Work in Progress 
account. (Debit Loss on Disposal of Fixed Assets.) 

(6) $18,000 of old outstanding accounts receivable were written off. 
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(7) During fiscal 1969 the utility instituted a program of deposits, to reduce meter 
damage and customer defaults on water bills. $6,400 cash, to be segregated, was 
collected during the year. 

(8) Accounts receivable collections totaled $3 1 1,400 for the fiscal year. 

(9) $541,000 of vouchers were liquidated. $120,000 was by notes payable issued to 
fixed asset vendors and the balance was by cash. 

(10) S120 was recorded as interest accumulated on customer’s deposits. 

(11) April 30, 1969, adjustments: 

(a) Depreciation expense for the year (one journal entry) : 


Structures and improvements 18,000 

Equipment 5,000 


(b) Bills for materials and supplies, $7,000, and for insurance premiums, $400, 
received but not audited and approved at April 30, 1969. (Credit Unaudited 
Vouchers.) 

(c) Accrued expenses: 


Interest on notes payable 250 

Taxes 300 

Salaries and wages 3,800 


(d) To adjust Materials and Supplies account to agree with ending inventory of 
S7,200 (debit Repairs and Maintenance). 

(e) Estimated loss on bad debts : I percent of year’s sales of water. 

(f) Inventory of prepaid general expense: S8,200. 

You are required to do the following things: 

a) Make a ledger with account titles and balances from your solution to 
Problem 1. 

b) Record the transactions and prepare a trial balance of the fund for 
April 30, 1969. 

3. The after-closing trial balance of the town of Whitewater electric fund at 
June 30, 1968, was as follows: 

TOWN OF WHITEWATER 
Electric Fund 

Trial Balance, June 30, 1968 


Structures and improvements 

Debit 

. .$315,000 

Credit 

Allowance for depreciation — structures and improvements. . 
Equipment 

. . 108,000 

$185,000 

Allowance for depreciation — equipment 

Electric plant acquisition adjustment 

Allowance for amortization — electric plant acquisition 

. . 19,000 

. . 41,000 

61,000 

adjustment 

Accounts receivable 

. . 17,900 

. . 19,600 

24,600 

Estimated uncollectible accounts 

Investments 

Materials and supplies 

Prepaid expense — fuel 

Unexpired insurance 

. . 21,000 
. . 11,400 

2,200 
430 

1,100 

Vouchers payable 


5,300 

Accrued expenses 


200 

Customers’ deposits payable 

Accrued interest — customers’ deposits 


2,040 


110 

Municipality’s contribution 


250,000 

Retained earnings 

S555,530 

26,180 

$555,530 
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The following transactions, stated in summary form, occurred during fiscal 
1969: 

(1) Sales of electric service, $178,000. 

(2) Issuance of vouchers for purchase invoices, service bills, etc.: 

Insurance premiums (Uncxpircd Insurance), $680. 

Materials and supplies, $7,400. 

Salaries and wages, $95,050. 

Repairs and maintenance costs, $8,070. 

Fuel (Prepaid Expense — Fuel), $22,050. 

State taxes, $7,080. 

General expenses, $3,170. 

Water service, $620. 

New structures and new equipment, $18,300 and $7,200, respectively. These were 
not replacements. 

Expenses accrued at the beginning of the year. 

(3) Cash receipts during the year were as follows: 

Meter deposits by new customers, $360. 

Interest on investments, $810. 

Collections on account, $177,400. 

(4) Cash payments during the year were as follows: 

On vouchers payable, $162,900. 

For unvouchcrcd claims: $90 to customers for accrued interest on meter deposits 
and to discontinuing customers, $320 for refund of meter deposits and $10 for 
interest accrued on the refunded deposits. 

(5) Miscellaneous transactions were as follows: 

Compliance with a state commission’s order to establish a funded replacement 
reserve, by transferring all investments to a Replacement Fund and establishing 
an appropriately titled reserve by a transfer from Retained Earnings. 

Credit of SI 20 accrued interest on customers’ deposits. 

Scrapping of fully depreciated structures and equipment which had cost $23,300 
and $13,200, respectively. No net salvage value. 

Accounts receivable written off, $710. 

Adjusting information (no income accrual) for June 30, 1969, is as follows: 

(1) Depreciation rates: structures and improvements, 3 percent on ending balance of 
cost; equipment, 6 percent on ending balance of cost. (For purposes of this problem, 
one debit may be used here — Depreciation of Fixed Assets.) 

(2) Amortization of electric plant acquisition, 5 percent per year on cost. 

(3) Accrued expenses (credit Accrued Expenses): 


Stare taxes $270 

Salaries and wages 820 

(4) Estimated loss on uncollectible accounts, 0.5 percent on sales. 

(5) Prepaid expenses: 

Fuel (debit Fuel for adjustment) $ 1,830 

Insurance (debit Insurance Expense for adjustment) 510 

Materials and supplies (adjust to Repairs and Maintenance), at cost . . 11,620 


You are required to do the following things: 

fl) Do all the things necessary to obtain an adjusted trial balance for June 30, 
1969. This may be done by the use of T accounts and direct posting; or 
by use of T accounts, formal journal entries, and posting; or by use of a 
worksheet. 

b) From the adjusted trial balance, or from a balance sheer and an income 
and expense statement, give answers to the following queries: 

1) While the problem illustrates several transactions typical of an electric 
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utility it omits one important class of costs which is experienced by 
utilities and practically all other kinds of business enterprises. Name 
this class of costs. 

2) There is some evidence that the materials and supplies inventory 
carried by the utility, based on the beginning and ending inventories, 
may be “out of line” with requirements. Explain. 

3) Assuming that the town of Whitewater acquired its electric utility 
from the owner who first dedicated the property 7 to public use, it is 
indicated by related information given in the problem that the utility 7 
has been owned somewhat more than 10 years. State exactly how long, 
based on available information, the utility has been owned by White- 
water. 

4) In the June 30, 1968 trial balance, accumulated depreciation recorded 
on structures and improvements was $185,000, and for fiscal 1969 de- 
preciation of those items was reported as S9,300. Does this indicate 
Whitewater had owned the utility 7 close to 20 years? Explain. 

5) Although commonly violated, there is a belief held by many that a 
publicly owned utility should operate substantially at cost. Assuming 
that no transfers out of assets, based upon earnings, have been made by 
the Whitewater electric utility 7 , do you think it has made substantial 
conformance to the “at cost” theory? Explain. 

6) A utility 7 such as Whitewater’s electric system might finance a pro- 
posed $75,000 expansion, (1) by borrowing, (2) from assets accumu- 
lated through prior years’ earnings, (3) by contributions or 
advances from other governmental funds or agencies, or (4) by con- 
tributions or advances from the new customers to be served, or some 
combination of two or more. In the absence of other information, state 
which one or ones of the four might be used alone to finance the 
proposed $75,000 outlay. 


4. At June 30, 1969, the city of Y auditorium plaza garage fund had the fol- 
lowing adjusted trial balance, with account titles arranged in alphabetical 
order: 



Debit 

Credit 

Accounts receivable 

Accrued fiscal agent’s fees — revenue bonds 

1,410 

$ 100 

Accrued interest — bond redemption investments 

Accrued interest on revenue bonds payable 

2,340 

40,840 

Accrued interest — special maintenance investments. . . . 
Allowance for depreciation— building and equipment. . 

350 

682,060 

Estimated uncollectible accounts 

Buildings 

.. 3,935,650 

120 

Cash 

36,480 


Cash — revenue bond redemption (and interest) 

9,820 


Cash — special maintenance 

Contributions — bond fund 

900 

2,233,460 

Contributions — general fund 

Contributions to employee retirement fund 

710 

1,250 

Due from other funds 

Due to other funds 

110 

90 
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Equipment 25,410 

Investments — revenue bond redemption and interest 406,500 

Investments — special maintenance 99,100 

Insurance expense 7,S30 

Interest and fiscal agent’s fees 166,500 

Interest on investments 15,220 

Land 2,234,710 

Matured interest payable on revenue bonds 1,650 

Materials, supplies, and maintenance expense 17,950 

Miscellaneous income 1,700 

Miscellaneous operating expenses 1,760 

Parking fees 382,830 

Payroll taxes 2,690 

Premium expense — redemption of revenue bonds 1,550 

Prepaid insurance 3.340 

Professional services 2,870 

Provision for depreciation — buildings and equipment 80,990 

Provision for doubtful accounts (other deduction) 440 

Revenue bonds payable in 1989 3,959,000 

Retained earnings, June 30, 1968 200,340 

Salaries and wages 76,650 

Uniforms and laundry 720 

Utility services 22,530 

Warrants payable and accrued expenses 21,130 


S7, 339,450 87.339,450 


You are required to do the following things: 

n) Prepare a statement of income and expense for the fiscal year ended 
June 30, 1969. The city of Y divides its garage fund income and expense 
statement into operating revenue, operating expenses, other income, other 
deductions, and provision for depreciation, the last being shown as a 
separate item. Excess of operating revenue over operating expense is 
called “operating income before provision for depreciation.” The net 
result before provision for depreciation is called “net income before 
provision for depreciation.” The amounts after adding other income and 
after other deductions have no special significance and are not named. 

b) Prepare a balance sheet for June 30, 1969. The city of Y divides its 
garage fund assets into current, restricted, and fixed. Restricted assets 
are divided into special maintenance assets, and bond redemption and 
interest assets. Liabilities are divided into current liabilities (payable from 
current assets), current liabilities (payable from restricted assets), and 
long-term liabilities. 

c) For 1969 the cash results of operating the garage (approximately net in- 
come before depreciation) were somewhat less than $100,000. Assuming 
about the same annual results could be obtained to June 30, 19S9, state 
whether the increase in cash from running the garage would be suffi- 
cient to pay off the bonded debt. 

d ) The city of Y is a large metropolitan area. Give an explanation of the 
high ratio of land cost to building cost ($2,234,708 to $3,935,654) in its 
garage fund. 
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5. The city of Q operated a public housing project with the use of a housing 
fund which for 1969 and 1968 had the following comparative statement of 
revenue and expense: 



1969 

1968 

Operating revenue: 

Rents 

. . .$ 4,737,120 

S 4,578,700 

Other 

81,600 

92,440 

Total operating revenue 

. . .$ 4,818,720 

S 4,671,140 

Operating expense: 

Management 

...S 654,150 

S 634,470 

Operation and maintenance 

. . . 4,470,910 

4,164,100 

Total operating expense 

. . .S 5,125,060 

S 4,798,570 

Operating income (loss) 

...S (306,340) 

S (127,430) 

Other income: 

Earnings on investments 

...8 79,250 

8 80,450 

Loss on fixed assets retired 

(70,420) 

(34,300) 

Other Income — Net 

...S 8,830 

S 46,150 

Income (loss) before interest expense 

...S (297,510) 

8 (81,280) 

Interest expense 

. . .$ 1,118,260 

S 1,136,160 

Loss before federal subsidy 

...8(1,415,770) 

8(1,217,440) 

Federal subsidy for interest 

... 1,118,260 

1,136,160 

Net Income (Loss) 

...8 (297,510) 

8 (81,280) 


You are required to do the following things: 

a) Using the following form as a model, prepare a comparative statement 
of revenue and expense for city of Q public housing fund through 
Operating Income (Loss): 

(Insert Complete Heading) 

Increase-Decrease* 


Items 1969 1968 Amount Percent 


To conserve time, compute percentages ignoring last three digits of the 
amount of change. Calculate percentages to nearest tenth. The amount of 
change to be shown for Operating Income (Loss) refers to the change 
in income rather than in loss, therefore is a negative amount in this in- 
stance. 

b) None of the reported items includes depreciation of fixed assets, which 
was estimated at $1,400,000 and $1,300,000 for 1969 and 1968, respectively. 
Calculate what the total rental charges for each year would have had to 
be to cover all financial and other costs of the project and to break even, 
all other items of revenue and costs remaining the same. 

c) Calculate what percent of increase is represented by each of your answers 
for ( b ). Omit last three digits for this computation. Carry percentages to 
nearest tenth. 
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6. For the fiscal year ended February 28, 1969, Oakland City’s gas utility fund 
showed the following information about its retained earnings and contribu- 
tions: 

(1) At February 29, 1968, the balances of the two elements had been $6,580,060 and 
$5,317,500, respectively. 

(2) The city sold an issue of general obligation bonds to finance expansion of the gas 
plant, the debt to be retired from general fund revenue. $ 1,000,000 was received by 
the gas fund. 

(3) Net income of the gas fund for fiscal 1969 was $1 16,870. 

(4) Contributions from prospective customers to assist in financing expansion of the 
system totaled $23,810 during the year. 

(5) $25,000 was added to the gas fund’s reserve for replacement. 

(6) A contribution of $36,250, representing a payment in lieu of propern' taxes, was 
made to the general fund. 

(7) $240 was refunded to inactive customers whose unclaimed meter deposits had been 
added to contributions because of earlier inability to locate the persons to whom the 
deposits belonged. 

(8) During the year a correction of $21,250 was made because of prior years’ deprecia- 
tion charges which had been disallowed by the state utility commission. 

(9) Contributions of $203,120 were received from real estate developers. 

(10) During the year there occurred the release of $ 10,000 which had been transferred to 
a sinking fund reserve. The amount represented utility bonds retired this year. 

You are required to prepare a statement of changes in retained earnings and 
contributions for the year ended February 28, 1969. Include a total column, 
as well as one for each of the two classes of equity. 

7. At the end of fiscal 1969, the accounting department of the city of M water 
and sewers department prepared two balance sheets for the sewer division: 
a capital fund balance sheet and a revenue fund balance sheet — a practice 
favored by some recognized authorities. The two are shown below: 

CITY OF M 

Sewers Division 
Capital Fund 

Balance Sheet, April 30, 1969 
Assets 

Utility plant: 


Utility plant in service 

Less: Allowance for depreciation 

Construction work in progress 

Total fixed assets 

.$36,807,211 
. 8,843,529 

$27,963,682 
278,595 

$28,242,077 

Cash: 

Sinking fund ■. . . 

Renewal and replacement fund 

Total cash 

.$ 134,088 

177,266 

311,354 

Investments: 

Sinkine fund 

Renewal and replacement fund 

Total investments 

.$ 467,000 

500,000 

967,000 

Accrued interest on investments — sinking fund. . 


5,656 

Due from sewer revenue fund — sinking fund 


89,509 

Total Assets 

. 

$29,615,596 
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Liabilities, Reserves, and Contributions 

Liabilities: 

Long-term liabilities: 

Sewer revenue bonds payable 

Current Liabilities: 

Accounts payable — construction 

Accounts payable — water division 

Due to sewer revenue fund — renewal and 


replacement fund 

Total Liabilities 

Reserves : 

Renewal and replacement fund $ 662,370 

Sinking fund 696,253 

Total Reserves 

Contributions : 

Sewage disposal system bond fund $16,000,000 

Other contributions 6,764,622 

Total Contributions 


Total Liabilities, Reserves, and 
Contributions 


$ 5,409,000 

58,748 

9,707 

14,896 
$ 5,492,351 

1,358,623 

22,764,622 

$29,615,596 


CITY OF M 

Sewers Division 
Revenue Fund 

Balance Sheet, April 30, 1969 


Assets 

Cash $283,907 

Receivables : 

Accounts receivable — users $138,156 

Accounts receivable — renewal and 

replacement fund 14,896 

Accounts receivable — others 3,602 

Total Receivables $156,654 

Less: Estimated uncollectible 

accounts 28,568 128,086 

Other Assets: 

Prepayments $ 50,110 

Materials and supplies 134,080 184,190 

Total Assets $596,183 


Liabilities and Retained Earnings 

Liabilities: 

Accounts payable and accrued expenses. ... $ 55,856 

Accounts payable — water division 79,380 

Due to capital fund sinking fund 89,509 

Total Liabilities $224,745 

Retained Earnings 371,438 

Total Liabilities and Retained 

Earnings S 596, 183 


You are required to do the following things: 

a) Merge the two balance sheets into a Sewer Division balance sheet, making 
the following changes: 
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( 1 ) Consider revenue fund liabilities as being current. 

(2) Under Cash, list revenue fund cash as general. 

(3) Classify capital fund accrued interest under Other Assets. 

(4) Two sets of reciprocal items in the two balance sheets should be 
eliminated. 

(5) Change Contributions to Contributions and Retained Earnings. 

b) In Chapter 11 mention was made of secondary self-balancing groups of 
accounts often found in utility balance sheets. There are two such in the 
original capital fund balance sheet. Identify the items in each of the two 
groups and arrange each group in a simple trial balance, with only a 
memorandum heading. 

c) State what would probably be the major kinds of fixed assets of a sewer 
system. 

d) State why a renewal and replacement fund is needed in the presence of 
a depreciation allowance. 

8. You are preparing your long form report in connection with the examination 
of the State Gas Company for the year ended September 30, 1969. The re- 
port will include an explanation of the 1969 increase in operating revenues. 
The following information is available from the company records: 


Increase 

196S 1969 ( Decrease ) 

Average number of 


customers 27,000 26,000 (1,000) 

MCF sales 486,000 520,000 34,000 

Revenue 51,215,000 $1,274,000 $59,000 


Required: 

a) To explain the 1969 increase in operating revenue, prepare an analysis 
accounting for the effect of changes in: 

( 1 ) Average number of customers. 

(2) Average gas consumption per customer. 

(3) Average rate per MCF sold (MCF = thousand cubic feet). 

(AICPA, adapted) 

9. At June 30, 1969, the adjusted trial balance of the city of D street 
railway fund contained the following account titles and balances: 



Debit 

Credit 

Property, plant, and equipment (cost) 

Allowance for depreciation — property, plant. 

. .$44,577,700 


and equipment 


$23,296,900 

Urban mass transportation grant fund 

341,500 


Equipment purchase and construction fund 

18,400 


Debt retirement funds 

183,400 


Special deposits for debt retirement 

.. 1,257,700 


Cash 

439,000 


Cash working (imprest) funds 

U.S. government securities (cost and accrued 

187,400 


income) 

.. 1,595,000 


Accounts and contracts receivable 

364,300 


Due from other funds 

4,600 
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Supplies inventories (cost) 399,600 

Prepaid expenses 21,100 

General obligation bonds payable 9,545,000 

General obligation notes payable 750,000 

Accounts payable — special funds 157,100 

Due to other funds — special funds 9,100 

Accrued interest on bonds and notes — special 

funds 89,400 

Accounts payable 311,900 

Due to general retirement system — city of D 3 ,844,900 

Due to other funds 141,500 

Accrued salaries and wages 694,400 

Miscellaneous liabilities 23,100 

Reserve for redemption of outstanding tickets 281,500 

Reserve for equalization of vacation, longevity, 

and Social Security expense 305,300 

Reserve for public liability and workmen’s 

compensation 1,200,000 

Contribution — federal government 1,788,000 

Contribution — city of D general fund — federal 

program 1,474,100 

Accumulated amortization of contributions 168,700 

City equity from operations (balance, June 30, 

1968) 6,066,000 

Operating revenue 32,844,600 

Maintenance expense 3,741,100 

Transportation expense 15,748,300 

Motor fuel and servicing expense 2,581,300 

Administrative and general expense 8,908,400 

Taxes 236,200 

Depreciation — assets contributed under federal 

programs 168,700 

Depreciation — other fixed assets 1,922,600 

Interest income 169,700 

Gain on fixed assets retired 39,500 

Miscellaneous income 9,900 

Interest expense 345,600 

Credit for amortization of contributions under 

federal programs 168,700 


£83,210,600 £83,210,600 


You are required to prepare the statements indicated and answer the 
questions: 

a) Prepare an income and expense statement for city of D’s street railway 
fund for the fiscal year ended June 30, 1969. The following policies were 
observed by city of D in the form of its street railway fund income and 
expense statement: 

(1) Taxes and depreciation of both categories of fixed assets are included as operating 
expenses. 

(2) The difference between operating revenue and total operating expenses is de- 
scribed as “Operating income (loss).” 

(3) No name is given to the sum of “Operating income (loss)” and “Total other 
income.” 

(4) The difference between the sum of “Operating income (loss)” and “Total 
other income” and interest expense is described as “Income (loss) before credit 
for amortization of contributions.” 

(5) The final result on the statement is described as “Net income (loss).” 
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b ) Prepare a balance sheer of the fund for June 30, 1969. In its annual 
balance sheets the utility observes the following policies of special in- 
terest: 

(1) Assets arc classified as “long-term,” “current assets — special funds,” and “other 
current assets.” 

(2) Liabilities are classified as “long-term liabilities,” “current liabilities of special 
funds,” and “other current liabilities.” 

(3) Accumulated amortization of contributions is shown as a contra to the total of 
contributions. 

c) Examination of published annual reports of the city of D street railway 
fund revealed that the following two entries were made during fiscal 
1969, in connection with contributions under a federal program: 


( 1 ) Accumulated amortization of contributions under 

federal programs (balance sheet account) 168,657 

Credit for amortization of contributions made 
under federal programs (income and expense 

statement) 168,657 

(2) Depreciation of fixed assets contributed under federal 

programs (income and expense statement) 168,657 

Allowance for depreciation — property, plant, 

and equipment (balance sheet) 168,657 


Ignoring the valid question about the propriety of the two entries, state 
how the contents of the income and expense statement and the balance 
sheet are affected by the two entries. 

d) In the city of D street railway fund balance sheet, the special funds 
consist entirely of cash, government securities, and accrued income, 
which are not only current but quick assets. What is the probable reason 
for dividing the current assets and the current liabilities each into two 
groups? 


CONTINUOUS PROBLEM 

11-L. Problem 12-L, following Chapter 12, illustrates the material presented in 
both Chapter 11 and Chapter 12. 



Chapter 12 

Enterprise Funds: Statements 
and Special Transactions 


In Chapter 11 the discussion related largely to the major governmen- 
tally operated enterprises — electric, water, gas, surface transportation, 
sewer, and other services conventionally described as utilities. Accounting 
and reporting for enterprises of those kinds is specialized and rather 
definitely standardized. The group includes most of the state and nation- 
ally regulated utilities. On the other hand, a considerable variety of 
practices and procedures is found in accounting and reporting for air- 
ports, housing, food markets, parking facilities, liquor stores, and the other 
commercial activities engaged in by governmental units. It is not possible 
to make significant and helpful generalizations about that group of enter- 
prises and others related to them, except to say the accounting and 
financial reporting procedures of each commonly follow those of its 
commercial counterpart. A problem related to one of the less common 
kinds of enterprises (airport) may be found at the end of this chapter and 
two (parking garage and public housing) at the end of the preceding one. 
For the reasons stated above, enterprises commonly referred to as utilities 
will be made the subject matter of this chapter, although many statements 
may have applicability to some of the other kinds of enterprises of less 
common occurrence. Three typical financial statements and various 
unique accounting procedures will be illustrated and discussed. 

Balance sheet 

The balance sheet in Illustration 12-1 shows not only the characteristic 
heretofore illustrated or mentioned above but a number of others of lesser 
importance as well. The statement follows in general the form recom- 
mended by two of the most authoritative organizations in the realm of 
utility accounting and management. 1 

1 Municipal Finance Officers Associadon of the United States and Canada and 
American Water Works Associadon, Water Utility Accounting (Chicago and New 
York, 1970) ; and National Association of Railroad and Utilities Commissioners, Uni- 
form System of Accounts for Electric Utilities (New York: State Law Reporting 
Company, 1958.) 


347 



348 Governmental accounting 


COMMENTS ON BALANCE SHEET 
Fixed assets, or plant and equipment 

Not all enterprise funds list fixed assets first in the balance sheet. A few 
perform primarily a merchandising service; and for these the conventional 
mercantile balance sheet, with current assets in the most prominent loca- 
tion, is preferable. Others probably do not wish to change an established 
practice. The discussion which follows is pertinent regardless of balance 
sheet position of items discussed. 

In the balance sheet shown in Illustration 12-1, construction in progress 
is classified as a fixed asset. If the project is being financed exclusively by a 
bond issue, some merit might lie in establishing a bond fund group of 
assets outside of fixed assets which could include at least construction (or 
bond) cash and construction in progress. When the project has been 
finished, the group might be extinguished by the transfer of residual cash, 
if any, to the sinking fund or other designated recipient, with construction 
in progress going to whatever fixed asset accounts best describe the 
completed unit or units. Depreciation should not be recorded on any 
constructed asset until the asset or some part of it goes into service. Many 
utilities own fixed assets not presently being used for serving the public, 
which calls for a twofold division of fixed assets into utility plant in 
service and utility plant not in service. Some utility accounting manuals 
include detailed lists of property units, classified into related groups under 
titles appropriate for general ledger controlling accounts. 

What constitutes cost in accounting for utility fixed assets? Logic or 
reason is not always the deciding factor in answering this question for 
particular situations. Although the probable duration of benefits from the 
expenditure is a basic consideration, the relatively large volume of utility 
expenditures requires the adoption of numerous precise rules for distin- 
guishing between capital and operating costs. As with many other aspects 
of utility operation, mandates and opinions of regulatory commissions are 
of paramount importance in the final determination of what are and what 
are not acceptable charges to capital accounts. An idea of the wide range 
of items recognizable as utility fixed asset costs is embodied in the recogni- 
tion by the Federal Power Commission of 18 different kinds of costs 
which may be capitalized by utilities under its jurisdiction. 2 

Because of the previously noted fact that the cost of the plant used in 
performing the service is of great importance in determining the rates a 
utility may charge, it is apparent that the utmost care should be exercised 
in the classification of expenditures between capital and revenue. If the 
management of the utility consistently requires work orders' 1 for all plant 

3 Federal Power Commission, Uniform System of Accounts Prescribed for Public 
Utilities and Licensees (Washington, D.C.: U.S. Government Printing Office, 1961), 
pp. 8-9. 

3 For an excellent presentation of work orders see Public Service Commission, 
State of New York, Uniform System of Accounts for Water-Works Corporations, 
Classes A and B (Albany, N.Y., 1966), pp. 945-46. 
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Illustration 12-1 

CITY OF ANSOMA 

Electric Utility Fund 
Balance Sheet 
December 31, 1968 

Assets 

Plant and Equipment: 

Structures and improvements $480, 000 

Less: Allowance for depreciation 170,000 $ 310,000 

Machinery and equipment $230,000 

Less: Allowance for depreciation 90,000 140,000 

Utility plant acquisition adjustment $ 32,000 

Less: Allowance for amortization 17,000 15,000 

Construction work in progress 21 1,000 

Land 57,000 

Total Plant and Equipment $ 713,000 

Current and Accrued Assets: 

Cash — operating $ 27,000 

Cash — construction 63,000 

Accounts receivable $62,000 

Less: Estimated uncollectible accounts 2,200 59,800 

Accrued utility revenue 8,100 

Materials and supplies 17,000 

Prepaid expenses 5,200 

Total Current and Accrued Assets 180,100 

Replacement Fund: 

Investments $218,000 

Accrued interest on investments 5,600 

Total Replacement Fund 223,600 

Customers’ Deposits: 

Cash $ 210 

Investments 10,500 

Accrued interest on investments 190 

Total Customers’ Deposits 10,900 

Sinking Fund: 

Investments $ 35,600 

Accrued interest on investments 780 

Total Sinking Fund 36,380 

Deferred Debits: 

Unamortized discount on bonds payable $ 900 

Preliminary survey charges 1,360 

Total Prepaid Expenses 2,260 

Total Assets $1,166,240 


Liabilities, Reserves, Contributions , and Retained Earnings 

Liabilities: 

Fixed Liabilities: 

Bonds payable $ 140,000 

Total Fixed Liabilities $ 140,000 

Current Liabilities : 

Vouchers payable — operating S 23,000 

Vouchers payable — construction 32,000 

Contracts payable 51,000 

Accrued wages 3,700 

Accrued bond interest 4,200 

Accrued taxes 3,900 

Total Current Liabilities 117,800 
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Illustration 12-1 — ( Continued ) 


Other Liabilities: 

Customers’ deposits $ 9,270 

Accrued interest on customers’ deposits. . . . 230 

Total Other Liabilities $ 9,500 

Total Liabilities $ 267,300 

Reserves : 

Reserve for replacements $223,600 

Reserve for retirement of sinking fund bonds 

(actuarial requirement: $37,400) 36,380 

Total Reserves 259,980 

Contributions : 

Contributions from customers $ 50,300 

Municipality’s contribution 400,000 

Retained earnings 188,660 

Total Contributions and Retained 

Earnings 638,960 

Total Liabilities, Reserves, Contribu- 
tions, and Retained Earnings $1,166,240 


expenditures, the information accumulated in that manner provides a 
reliable basis for classifying costs between capital and revenue. Even with 
maximum information, the borderline nature of many items is such as to 
call for occasional arbitrary decisions, for some of which the regulatory 
manuals may offer helpful suggestions and rules of guidance. 

Clearing accounts 

The borderline nature of many utility’ - expenditures has led to the 
development of a special type of account called a “clearing account.” 
Clearing accounts are suspense accounts which are used for accumulating 
all transactions of given kinds, pending final decision as to whether each 
transaction is of a capital or revenue nature and as to the exact title or 
titles to be debited for each entry in the clearing account. One well- 
known state utility commission has established six clearing accounts for 
electric and water utilities under its jurisdiction. These arc Charges by 
Associated Companies, Stores Expenses, Transportation Expenses, Labora- 
tory Expenses, Shop Expenses, and Tools and Work Equipment Expenses, 
each of the above account titles being followed bv the word “Clearing.” 
Some of the accounts arc optional, the ones found most frequently being 
Stores Expenses, Transportation Expenses, and Shop Expenses. 

Clearing accounts are charged through the regular expenditure proce- 
dure. Periodically, and especially before statement preparation, the sus- 
pense accounts should be cleared bv apportionment of the costs, based 
upon analysis and classification of the component items. The transfer 
from any given clearing account, after determining the final disposition of 
the items to be transferred, is shown as follows: 
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Electric Pumping Equipment 10,900 

Operating Expenses S.400 

Stores Expenses — Gearing 19.300 


To distribute charges made ro Stores Expenses — Gearing. 


The explanation of this entry should be expanded to show exactly what 
individual operating expense accounts are to be charged and what con- 
struction accounts should be debited, in order that capital expenditures 
mav get to the fixed asset accounts in which they belong, upon comple- 
tion of the project. Although clearing accounts have been discussed in 
connection with capital expenditures, their debits are likely to be predom- 
inantly of a revenue nature. 

j 

Fixed asset depreciation allov/ances or accumulations 

For a correct statement of utility expenses, the cost of depreciable fixed 
assets must be amortized over the estimated serviceable life of the assets. A 
discussion of depreciation as an expense will be found in the latter part of 
this chapter. Accumulations of depreciation are supplementary to the 
accounts recording the cost of fixed assets and. therefore, are balance 
sheet items. For each account for depreciable fixed assets carried in the 
general ledger, there should be a general ledger depreciation allowance 
account. For example, if the ledger contains a Pumping Plant account, it 
should also cam* an account entitled Allowance, Accumulation, or Provi- 
sion for Depreciation of Pumping Plant. Those two accounts will have the 
same set of subsidiary ledger accounts, that is, a card, sheet, or page for 
each individual item of pumping plant, on which will be shown detailed 
information about the item. This should include complete identification, 
location, source of procurement, and cost, along with a detailed schedule 
of depreciation recorded on the item. Further assuming individual unit 
depreciation, if the Pumping Plant account in the general ledger shows 
a balance of $418,000, the balances of pumping plant subsidiary accounts 
must total the same amount; and the balance of the Allowance for De- 
preciation of Pumping Plant must equal the sum of the accumulated 
depredation recorded in all the detailed accounts. 

Occasional changes mav be required in the allowances for depreciation. 
Causes of such changes are too fast or too slow depredation in the past, 
and sale, retirement, destruction, or some other form of disposal. If, upon 
the basis of a trustworthy appraisal, it is found that the depredation rate 
has been too low, an entry should be made to increase the allowance for 
depredation to agree with the new total of estimated depreciation, with 
supporting increases entered on the subsidiary ledger records. Since 
charges for depreciation have been too small in the past, net income has 
been overstated. To correct these errors, the debit member of the above 
entry should be Retained Earnings. To adjust for excessive depredation in 
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the past, the entry described above should be reversed. Direct debits and 
credits to Retained Earnings for the correction of errors in depreciation 
would be abhorrent to advocates of the “clean surplus” theory, which 
holds that only net income or net loss from the operating statement, 
appropriations to reserves, and distributions of net income should be 
recorded in Retained Earnings. However, the correction of prior years’ 
gains and losses through direct debits or credits to Retained Earnings (or 
some comparable title) appears presently to have the sanction of impor- 
tant regulatory bodies. 

The retirement of a utility fixed asset, for any reason, requires removal 
of the item from both the controlling account recording the cost, and the 
group depreciation allowance account. There is some variation in the 
recommendations of utility regulatory commissions for recording the 
total requirement or removal process. One leading commission prescribes 
this procedure, discussed further as the composite system on page 363: 

1. Transfer cost of unit to be retired from its present account to Retirement 

Work in Progress. 

2. Debit Retirement Work in Progress for all costs of retirement or removal. 

3. Credit Retirement Work in Progress with proceeds of salvage and of insur- 
ance settlement, if either or both of those items exist. 

4. Transfer balance of Retirement Work in Progress by crediting that account 

and debiting Allowance for Depreciation. 

Since the recommended procedure stops at this point, the implication is 
that accumulated depreciation of the retired or removed unit exactly 
equaled the net amount transferred from Retirement Work in Progress. 
This exact relationship doubtless would not exist one time in one hundred, 
on the average, but to assume that it does saves the time which xvould 
otherwise be required for making adjustments for gains or losses on 
retirements or disposals. In general, it is assumed, gains on disposals offset 
losses on disposal and that the accumulated depreciation account is not 
scriouslv affected by the assumption. There is some disposition to dispense 
entirely with the procedure described above and close the entries related 
to retirement or removal directly into the accumulated depreciation ac- 
count, whatever its name may be. 

As indicated by the balance sheet in Illustration 12-1 at the beginning 
of this chapter, the Plant Acquisition Adjustment account is supplemented 
by a valuation allowance account until the outlay is fully amortized. The 
amortization allowance is comparable to the allowance used for deprecia- 
ble fixed assets. The procedure to be followed in recording the amortiza- 
tion of the cost will be discussed later in this chapter, in connection with 
utility operating statements. 

Current and accrued assets 

This balance sheet section, as constituted in leading utility manuals, 
includes operating cash, amounts receivable from utility customers of all 
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kinds, some kinds of accrued income, and other items expected to be 
available for payment of current operating expenses or for liquidation of 
current liabilities. In addition, some utilities include in this section materi- 
als and supplies inventory and various other prepaid expense balances. The 
justification given for this practice by those who approve it is that these 
items reduce the demand for cash in the near future and thus improve the 
position of short-term creditors whose claims are represented by current 
liabilities. 

Secondary asset groups 

Assets shown in the secondary groups are, as stated previously, segre- 
gated for specific purposes. Although the groups may include cash, invest- 
ments, and other assets of a liquid nature, these are not current assets in 
the sense of financial condition, since they are not intended to be applied 
to the extinguishment of current liabilities. Some utilities do not deem it 
necessary to exhibit the various segregated assets in individual groups 
according to purpose, but combine all in a single section. One advantage 
of separation by groups is that this arrangement facilitates the preparation 
of detailed schedules of changes in each group during the period ended on 
each balance sheet date. 

Fixed liabilities 

This balance sheet section should include all liabilities which are not 
expected to mature within the near future, customarily interpreted as one 
year from the balance sheet date. Even amounts of long-term debt with 
maturity dates falling in the next year may be left in the fixed liability 
section if segregated assets are available for their payment, thus relieving 
current assets of any lien for the payment. Accounts commonly found in 
this classification are bonds and long-term notes. As said before, the 
leading position in the equity section is recommended for fixed liabilities 
because of their natural association with fixed assets and because the 
management of fixed liabilities is usually a major problem in utility finan- 
cial administration. 

Current and accrued liabilities 

Generally speaking, current and accrued liabilities are those that will 
mature within the next year and be liquidated from current or accrued 
assets. Typical current and accrued liabilities for utilities are accounts or 
vouchers payable, accrued salaries and wages, matured but unpaid interest 
coupons, accrued interest not yet due, accrued taxes and other unpaid 
expenses, and amounts due to otheriunds^ although the last-named item is 
sometimes given a sep arate section to itself. Customers’ deposits liabilities 
are sometimes classified^ current liabilities, but this practice is questiona- 
ble if special assets for the payment of deposit claims are carried in a 
secondary group, as has been recommended. Insofar as is permitted by 
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regulatory provisions, utility liabilities should be classified to give effect to 
their expected time of payment, to the assets that provide their primary 
security, and to the sources from which they are expected to be paid. 

Deferred credits 

Although not included in the balance sheet at the beginning of this 
chapter (Illustration 12-1), deferred credits are sometimes found in utility 
financial structures. Deferred credits are likely to be either unamortized 
bond premium, unearned income, or customers’ advances on construction, 
to be applied against billings for sendee or refunded. The last is really a 
form of unearned income. 

Reserves 

For many years the word “reserve” was used in a number of ways by 
accountants. In recent years the words “allowance,” “accumulation,” and 
“provision” have been widely substituted for what formerly were called 
valuation “reserves.” The term “resen T e” is now largely restricted to 
segregations of retained earnings. 

Earnings reserves should be shown in a section headed “reserves,” and 
containing a reserve for any segregated asset for which a liability is not 
recorded. Examples of asset groups needing reserves are sinking funds, 
pension funds, and replacement funds. Assets segregated to cover custom- 
ers’ deposits require no reserve because the utility is required to show a 
liability to customers for the accumulated amount of their deposits. Any 
excess of deposit assets over deposit liabilities is the property of the 
enterprise and not of the customers. 

Thus far, it has been assumed that retained earnings reserves will be 
established for all groups of segregated assets. This does not necessarily 
follow. The establishment of such reserves, which some accountants hold 
to be unnecessary, is merely a formal method of keeping before manage- 
ment and other interested parties the fact that some of the fund assets are 
not available for general purposes. In private corporation management, 
earnings reservations are supposed to guard against depletion of working 
capital by dividend declarations, by showing that a certain amount of 
otherwise free assets have been removed from operating uses. In enterprise 
fund management, earnings reservations help to protect working capital 
by signaling that some assets are not available for transfers to other funds, 
for rate reductions, for betterments, for expansion, or for other similar 
purposes. Examination of a number of enterprise fund balance sheets 
reveals many instances in which segregation of assets is not accompanied 
by reservations of earnings. 

The procedure for establishing earnings reserves was illustrated in the 
preceding chapter in connection with the sinking fund, the replacement 
fund, and others. The question arises as to the time and method of 
terminating the reserve for a given collection of assets. Briefly, when the 
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assets have been disbursed, as for the purchase of fixed assets from a 
replacement fund, or when they are returned to general use, the reserve is 
no longer needed and should be returned to the account from which it 
was created. Assuming that replacement fund cash in the amount of 
$75,000 has been disbursed for its intended purpose, the following supple- 
mentary entry should be made: 


Reserve for Replacement Fund 75,000 

Retained Earnings 75,000 


Contributions and retained earnings 

Some authorities favor showing each of these two financial elements in 
a separate section and some prefer calling Retained Earnings by its pre- 
vious name, Earned Surplus. Other variations appear in the statements of 
highly reputable utilities. 

The class of transactions to be listed under Contributions consists of 
those which are permanent and not actually temporary advances. They 
may come from customers (although this practice is probably on the 
decline), from a state or federal agency, or from another fund of the 
governmental unit sponsoring the utility. The title “Contributions — 
Other” in a utility balance sheet is likely to signify that the source of some 
financing, occurring before the time of detailed record keeping, is un- 
known. It is noteworthy that when assets acquired by contribution are 
disposed of it does not reduce the Contributions account; the amount 
which was contributed is unchanged. Presumably some other asset or 
assets has taken the place of the asset or assets disposed of. 

The exact meaning of Retained Earnings or a substitute title in an 
enterprise balance sheet is likely to vary from one governmental unit to 
another. If practice conforms to recommendations of leading accounting 
organizations, the amount of retained earnings reported for a given date 
($181,400 in Illustration 12-2) will be the sum or deficiency of net 
earnings and losses to date, minus reductions for assets then segregated for 
special purposes. This would constitute application of the “clean surplus” 
policy advocated by professional accounting organizations. The statement 
shown in Illustration 12-2 embodies the “clean surplus” policy. 

Perhaps the most commonly occurring deviations from the policies 
embodied in Camden’s statement are inclusion of extraneous gains and 
losses, such as gain or loss from disposal of fixed assets and insurance 
settlement gains or losses; adjustments for corrections of prior years’ 
errors in techniques or judgments, such as over- or underestimation of 
revenues or costs, or mistakes in calculation; and transfer of net earnings 
to reserves before the earnings have been recorded in the Retained Earn- 
ings account. The mandates of regulatory commissions are influential in 
determining the format of utility statements of retained earnings, as is true 
of its other financial reports. 
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Illustration 12-2 

CITY OF CAMDEN 
Gas Utility Fund 

Statement of Changes in Retained Earnings 


Year Ended February 28, 1969 

Retained earnings, balance, February 29, 1968 $186,200 

Add: Release of retained earnings reserved for replacement 

fund 20,000 

Total beginning balance and addition $206,200 

Deductions : 

Net loss for the year $18,700 

Transfer to sinking fund reserve 6,100 

Total deductions 24,800 

Retained earnings, balance, February 28, 1969 $181 ,400 


INCOME AND EXPENSE ACCOUNTS AND STATEMENTS 

Accounts of the kinds to be discussed here are variously referred to ns 
“operating accounts” and as “revenue and expense accounts”; and some 
utility manuals characterize them simply as “income accounts.” Regardless 
of name, they are the accounts used for describing and measuring causes 
of changes in enterprise net worth as a result of operations. They compare 
with the profit and loss or nominal accounts of private mercantile and 
manufacturing enterprises. Statements prepared from these accounts have 
more than one name in the enterprise field. They are called “operating 
statements,” “revenue and expense statements,” “income statements,” and 
other names. It is safe to say that a utility 7 of given size, based cither on 
volume of service rendered or on total asset valuation, is likely to recog- 
nize a greater variety of operating transactions than is true for other 
commercial businesses of equal size. This probably is accounted for by the 
influence of government regulation. Uniformity of regulation requires a 
complete description of all transactions, which necessitates a greater num- 
ber of account titles than would otherwise be used for internal control 
and for public reporting. 

Form of operating statement 

Although the forms of utility operating statements tend to vary by 
states, owing to the effect of regulation, some measure of uniformity has 
been agreed upon as preferable for classification of items within the 
statement. The main classifications observed in these more or less uniform 
statements are operating revenues, operating expenses, nonoperating in- 
come, and nonoperating expenses. But even where these divisions arc 
recognized, there is some difference of opinion as to exactly how the items 
should be shown in each group. Occasionally, there are accounts that fit 
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nowhere in the standard classifications and so must be shown separately. 
An example of an account that docs not conform to any standard group- 
ing is Income from Electric Plant Leased to Others, which the New York 
Public Service Commission excludes from all revenue classes and lists 
separately as an addition to net operating revenues, to give electric operat- 
ing income. One informative arrangement of operating results is shown in 
Illustration 12-3. 


Illustration 12-3 

CITY OF EATON 
Water Utility Fund 

Statement of Income and Expenses for 1968 


Operating revenues: 

Sales of water: 

Metered sales to general customers $640,000 

Flat-rate sales to general customers 121,000 

Public fire protection 203,000 $964,000 

Other water revenues : 

Rent from water property $ 5,100 

Customers’ forfeited discounts and penalties 2,500 

Servicing of customers’ installations 1 1,000 18,600 

Total operating revenue $982,600 

Less: Operating revenue deductions: 

Operating expenses (Schedule — ) $709,300 

Depreciation 182,500 

Taxes 38,800 

Total operating revenue deductions 930,600 

Operating income $ 52,000 

Add: Nonoperating income: 

Interest on bank deposits $ 730 

Rent from nonoperating property 2,200 2,930 

Total operating and nonoperating income $ 54,930 

Deduct: Nonoperating expenses: 

Interest expense on bonds $ 12,300 

Interest on customers’ deposits 410 12,710 

Net income $ 42,220 

Appropriations of net income: 

Appropriations to sinking fund 27,000 

Balance Transferred to Retained Earnings $ 15,220 


It will be noted that the transfer of net income to the sinking fund 
reserve (see Illustration 12-3) tends to contradict a previous illustration 
which shows sinking fund appropriations as a separation from retained 
earnings (see illustration on page 327). Transferring from retained earn- 
ings to the sinking fund reserve appears to be the prevailing practice in 
general corporation accounting, probably for the reason that the action is 
more or less mandatory without reference to the amount of net gain for a 
given year. If, however, the occurrence or amount of the transfer is 
contingent upon the amount of net income, then some support might be 
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found for appending it to the operating statement. From a practical 
standpoint, no great difference exists between the two methods of show- 
ing the reservation; but the one method adopted should be followed 
consistently from year to year. 

Other statements 

There are two other statements which may sometimes be added to the 
three major statements already mentioned (Illustrations 12-1, 12-2, and 
12-3). These are a statement of cash receipts and disbursements and a 
statement of source and application of funds. Cash receipts and disburse- 
ments statements, with whatever amount of detail desired by those in 
authority, serve the usual purpose of accounting for the source and 
disposition of all cash which has been in the possession of the fund during 
the period represented. 

Statements of source and application of funds are much less common 
than the other four major statements. In the main, they are statements 
prepared to account for changes in working capital during a period of 
time. They are sometimes said to explain the changes in financial condi- 
tion between one date and another. Although changes in fixed assets, fixed 
liabilities, etc., are not entirely excluded from the statement, they are 
included only if related to changes in working capital Space does not 
permit detailed discussion of statements of source and application of funds 
in this text, but excellent treatments will be found in a number of 
intermediate accounting texts. 

Accounting for revenue 

A substantial portion of enterprise revenue may be accounted for on an 
accrual basis because it is derived principally from rendering service on a 
contractual basis. This latter statement applies with greatest force to sales 
of service but is true, likewise, for nonoperating income because much of 
it is derived from the use of money or property at predetermined rates. 
Because of its adaptability to recording on an accrual basis, enterprise 
revenue lends itself to accurate determination if internal control is prop- 
erly applied. 

Charges for operating sales by utilities are sometimes on a metered basis 
and sometimes on a flat-rate basis. The two may be employed concur- 
rently by the same utility, with service furnished to some classes of 
customers on one basis and to others on another basis. By way of explana- 
tion, the flat-rate basis refers to a system of charging a fixed amount per 
month, without endeavoring to measure actual use; but even under this 
system, there should be a gradation of charges depending upon whether 
the customer is residential, mercantile, industrial, or other. Metered serv- 
ice is measured by a recording device which determines actual usage; 
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gradation of rates under the metering plan is based upon volume of usage 
by billing periods. 

Under the flat-rate plan, billing of customers is accomplished by apply- 
ing to the list of customers appropriate rates for volume classes. Thus, all 
customers in the lowest volume class may be charged S2 per month, and 
so on for the various other recognized classes. Customer lists are based on 
applications for service or notices of termination, supplemented by formal 
reports by workmen who perform the work of making or severing 
connections. Metered service billings are based upon reports of meter 
readings at regular intervals and the application of rates according to the 
amount of sendee used. Utilities that meter their sendee make extensive 
use of cycle billing, which in substance consists of billing part of their 
customers each day, instead of billing by calendar months. Under this 
plan, meter reading is a continuous day-by-day operation, with billings 
following shortly after the filing of the meter readers’ reports. Individual 
meters should be read on approximately the same day each month, in 
order that bills may be for periods of one month each. Cycle billing 
eliminates the heavy peak load of accounting and clerical work which 
results from uniform billing on a calendar month basis. 

The total amount to be billed having been determined, an entry in the 
following form might be made: 

Accounts Receivable 17,000 

Metered Sales 14,100 

Flat-Rate Sales 2,900 


If different classes of receivables (industrial, residential, etc.) are recog- 
nized, the above debit may be divided accordingly. Customers’ bills may 
be made in multiple copies, one to be presented to the customer, one for 
filing, and others for any desired purposes. All bills for a given day will be 
posted to customers’ ledger accounts and also summarized for entry in a 
book or register of original entry, to produce the debit and credits 
illustrated above. 

A utility may occasionally find itself serving as a collection agency for 
some other activity. If, for instance, a s^les tax or other similar levy is in 
effect in the utility’s territory, the utility must serve as a collecting agency 
for the state or municipality. A charge of this sort may be debited to the 
customer along with his bill for utility service, but the credit should not 
be to a revenue account but to an appropriately captioned liability ac- 
count. Also, the utility may be required to collect for another fund or 
department of the government, as when sewerage charges are added to 
water users’ bills. Here again, the amounts of such supplementary billings 
should be excluded from revenue and recorded as amounts due to another 
fund or department. 
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Operating expenses 

The prevailing concept of operating expenses for water, gas, and 
electric utilities is that they represent those costs incurred in discharging 
the main functions of the utility. The primary functions of an electric 
utility which generates its own power would be generation, transmission, 
and distribution, to which, for accounting and reporting purposes, might 
be added administration, sales promotion, and customers’ accounting and 
collecting procedures. For a water utility the primary functions recog- 
nized might be source of supply, pumping, treatment, transmission, and 
distribution (sometimes combined with transmission), with supplemen- 
tary functions described as commercial and administration. Utilities pro- 
viding less standardized services, such as airports, wharves and docks, 
supply stores, etc., do not lend themselves to uniform classifications; and 
since they are not always subject to statewide regulation, a great variation 
in their expense classifications is to be expected. 

To convey an idea of the amount of detail required in reporting utility 
operating expenses, the Uniform System of Accounts for Electric 
Corporations, Classes A and B, published by the Public Service Com- 
mission, State of New York, 4 lists three groups — Operation, Mainte- 
nance, and Miscellaneous — under Distribution Expense. The groups con- 
tain 8, 12, and 3 detail accounts, respectively. 

Because of printing costs involved and limited public interest in minor 
classes of utility costs, utility published reports ordinarily do not contain 
more than the summary information such as that shown in Illustration 
12-3. Details must be provided by internal reports, for regulatory com- 
missions and management. 

Depreciation of fixed assets 

Whether depreciation of fixed assets is to be classified as a separate item 
of operating revenue deductions or treated as operating expense is a 
matter to be settled by regulatory commissions and utility management. 
Regardless of its classification for statement purposes, depreciation is a 
very important element of cost in utility operation, because of typically 
large investments in fixed assets. The problem is accentuated by the 
variety of properties included in the aggregate, these ranging from tools 
and equipment of short serviceable life to underground conduit systems, 
railroads, bridges, reservoirs, dams, etc., having a high degree of perma- 
nency. 

Various methods arc applied by utilities in determining periodic 
amounts of depreciation. A 1958 study bv the Federal Power Commis- 
sion,” applied to 263 electric utilities having annual electric operating 
revenue of $250,000 or more, revealed the use of four different methods of 

4 Albany, 1965, p. 244. 

5 Federal Power Commission, Electric Utility Depreciation Practices — I PIS, l PC 
S— 141 (Washington, D.C., 1958), p. 1. 
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depreciation: straight-line, interest, retirement, and revenue. In view of 
the fact that 92 percent of the utilities studied reported use of the 
straight-line method, it would appear that discussion of the less frequently 
used methods need not be included in this text. The well-known straight- 
line method is recommended by its basic simplicity and the fact that in the 
long run it has been found to give results equally satisfactory to those 
obtained by the other methods. These facts about the straight-line method 
suggest that its use probably predominates in the many utilities not 
covered by the FPC study. 

Instead of accounting for accumulated depreciation by individual units 
of assets, many utilities use the composite system. This depreciates fixed 
assets by homogenous groups — various types of equipment, machinery, 
etc. — the theory being that probable overdepreciation of some individual 
units will be balanced by probable underdepreciation of other individual 
units. The composite system is not one of the depreciation methods but 
merely a way of applying the chosen method to the assets being depre- 
ciated. It is also unique in assuming that each asset unit’s book value at 
retirement, sale, etc., is exactly equal to its residual value. 

The intricacies of accounting for utility fixed asset depreciation have 
been succinctly stated in a letter written by the controller of a large 
electric utility:® 

In determining whether the accumulated depreciation is adequate at any 
given point in time, the conventional approach has been to use mortality studies 
of retirements and to apply these figures to the future. However, because of 
the rapid change in utility plant technology, such as nuclear power generation, 
extra high voltage transmission, underground distribution, etc., full life cycles 
have not occurred. Also, the increasing investment in air and water pollution 
control equipment at various points in the life of a station raises some interest- 
ing points on depreciation of these fixed assets. 

Our utility has made various studies from time to time and it has been con- 
cluded that the entire subject is extremely complex and imprecise. 

Modern depreciation accounting, by whatever method effectuated, 
makes no claim of exact correlation with physical depreciation, but only 
strives to amortize the cost of a fixed asset by the time it becomes either 
physically or functionally unproductive. Detailed information about de- 
preciation rates is obtainable from Internal Revenue Service publications, 
from utility regulatory bodies, from utility associations, and to some 
extent from the individual utility’s own experience if careful records have 
been kept. 

Amortization of plant acquisition adjustment 

Related to depreciation of fixed assets is amortization of plant acquisi- 
tion adjustments, referred to previously. Standard procedures do not seem 

°Vernley H. Rehnstrom, Controller, Public Service Indiana; Plainfield, Indiana, 
November 5, 1968. 
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to have developed for recording this type of transaction, but a safe guide 
to follow would be the regulation established for private utilities in the 
territory of operation. One such regulation is found in the uniform system 
of accounts prescribed by the Federal Power Commission. The regulation 
stipulates that premium paid for long-term assets shall be allocated specifi- 
cally to each kind of long-term asset acquired and that amounts so 
assigned “shall be depreciated, amortized, or otherwise disposed of as the 
Commission may approye or direct.” 7 

A standard form of entry for amortizing the acquisition adjustment 
debits an expense account and credits a valuation allowance account in the 
following manner, amount assumed: 


Amortization of Utility Plant Acquisition Adjustment 2,100 

Allowance for Amortization of Utility Plant Acquisition 

Adjustment 2,100 


Taxes 

As a group, publicly owned utilities are subject to all but one of the 
taxes levied upon privately owned utilities. The lone exception is the 
federal income tax. It should be noted that publicly owned utilities at a 
group are subject to most of the taxes paid by those privately owned. This 
refers to the fact that utilities in some states are required to pay taxes from 
which utilities in other states are exempt. Thus, in one mid-western state, 
public ownership does not exempt a utility from payment of the adjusted 
gross income tax of that state; but it does relieve it from payment of the 
ad valorem property tax levied by the state and by the local unit in which 
the utility is situated. On the other hand, real estate and chattels of a 
governmentally owned utility may be exempt from taxes within the 
boundaries of the unit by which it is owned but subject to taxes on all 
property situated in other jurisdictions. In short, no safe generalization 
may be made as to exactly what taxes publicly owned utilities must pay: It 
is a matter for determination according to state laws and local ordinances 
effective in each utility’s place of location and operation. 

Although nominally and legally exempt from certain forms of taxes, 
utilities are frequently called upon to provide services or make financial 
contributions in lieu of taxes. The amounts of these costs arc variable and 
contingent in amount, but it would appear that they should be classified as 
taxes even though not made under the compulsion of laws governing 
privately owned utilities. In no event should substantial amounts of serv- 
ices be rendered to other departments without bcinc a matter of formal 
record as revenue and cost. An appropriate entrv for service furnished to 
another department in lieu of taxes might be as follows: 

T Federal Power Commission, Uniform System of Accounts Prescribed for Public 
Utilities and Licensees, op. cit., p. 25. 
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Municipal Tax Expense.. 
Sales to Municipality 


29.500 

29.500 


If the service is billed on a cost basis, the debit and credit above constitute 
a “wash” entry with no effect on net income and may sometimes be 
omitted from both the income and the expense sections of the operating 
statement, with mention in a footnote. 

Although utilities owned by local governments are usually exempt 
from property' taxes, there is some question as to whether such exemptions 
are sound. Privately owned utilities ordinarily make substantial contribu- 
tions to the cost of government through their tax payments, which in the 
last analysis come from utility* customers. It is argued by some that 
properties of publicly owned utilities should be appraised and taxed in 
exactly the same manner as those that are privately owned, in order that 
the costs of the two classes may be more closely* comparable and that the 
customers of the former may not improperlv avoid governmental costs 
which they* would share under private ownership. In substance, this point 
of view is related to the contention that comparisons between quality* and 
cost of sendees under public and private ownership are not thoroughly 
reliable unless absolute standardization of costs exists for the two groups. 

Disposition of utility net income 

Two common and definitelv sound uses of utility* net income are for 
debt retirement and for expansion. The former use is of vital importance 
to those utilities for which initial financing was obtained by one form or 
another of borrowing. Through savings from operations, the utility is 
enabled to accumulate assets over and above plant and working capital 
requirements; and these may be used to liquidate bond issues or long-term 
advances from the governmental unit by which it was organized or 
sponsored. The second of the two uses mentioned above, to finance 
expansion, is of approximately equal importance. Growth of population, 
increased effective demand for utility service, and greater per capita 
consumption have combined to create a constant and growing need for 
the extension of plants into new areas and for a larger volume of produc- 
tion. Use of savings to finance expansion may be accomplished in one or 
both of two ways, as follows: 

1. Going rates may be set high enough to produce a net income of sufficient 
volume to finance the estimated future increase in requirements for expansion 
when the demand arises. Such net income should be distinctly identified by 
transfer to an appropriated earnings account. Under this plan, present consum- 
ers appear to be providing funds to serve future customers; but even so, the in- 
vestment might well be justifiable, since increased volume of service should 
tend to bring to present users the gain of lower rates. 
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2. Expansion requirements may be financed through the sale of revenue 
bonds, that is, bonds to be retired, perhaps serially, from collections of current 
revenue and to be secured by a lien on such revenue. Although possibly not as 
conservative as the method of prior financing discussed above, this plan has the 
virtue of drawing directly upon the new or larger users of service as well as 
upon those whose needs are already being adequately met. 

Unfortunately, not all actual uses of utility net income are as sound as 
the two discussed above. It is not possible to summarize in a few words the 
various uses which are made of it in actual practice. Although subject to 
state regulation, publicly owned utilities still enjoy a large degree of 
discretion and may do many things which, though not economically 
sound, are still within the sanction of law and subject to the action of their 
legislative bodies. One common use of utility net income is to provide a 
source of contribution to the general fund in lieu of taxes. To the extent 
that these contributions equal what the utility would pay under private 
OAvnership, the use is sound; but the transfer should be classified as an 
operating transaction rather than a distribution of net income. Actually, 
the amounts are not always determined on a logical basis, but depend 
upon the amount of net income, the nature of the relationships between 
the utility’s governing body and that of the general government, public 
sentiment, political pressure, and so on. 

In some instances, utility net income has been used and is still being 
used to finance general government in excess of what the organization 
would pay on a straight taxation basis. Generally speaking, this practice is 
popular with citizens and is defended by public officials on the ground 
that as long as utility consumers pay no more than they would pay under 
private ownership, the use of savings for public purposes is not only 
justifiable but also sound. An opposing school of thought holds that 
governmental service should be furnished at cost and that utility service is 
no exception; therefore, over a period of time, rates should be only high 
enough to pay all actual costs of the utility itself, thus preventing an 
accumulation of surplus assets for general usage. Furthermore, they hold, 
there is no good reason why a citizen should contribute to the cost of 
general government in proportion to his use of utility sendee; and to 
collect taxes through utility bills tends to conceal part of the cost of 
government. 

Conclusion 

In the present and preceding chapters an attempt has been made to set 
forth what appear to be sound practices and procedures in accounting for 
publicly owned enterprises. Emphasis has been laid upon the three major 
kinds of service — water, electricity, and gas — not only because of their 
importance from a frequency and volume standpoint, but also because the 
varied nature and limited regulation of other kinds of enterprises makes it 
impossible to generalize about them to the extent possible for the three 
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types mentioned. Even though general agreement may be reached on 
what accounting for publicly owned enterprises ought to be like, it should 
be kept in mind that many kinds of local circumstances and conditions 
militate to prevent the adoption of improved practices, even though the 
officials in charge might personally wish to do so. These facts should 
always be kept in mind in examining financial statements of publicly 
owned utilities and in passing upon their accounting practices, for any 
reason whatever. 

If an accounting manual for a given kind of governmental enterprise 
cannot be obtained through normal channels, correspondence with a unit 
of such an enterprise may evoke helpful information. 
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QUESTIONS 

1. In Problem 6 (below), information item (1), it is directed that depreciati 
of tangible fixed assets and amortization of plant acquisition adjustmc 
since acquisition of the plant should be charged to Retained Earnin 
Why Retained Earnings and not current expense accounts? 

2. If a utility has a major plant improvement project in progress, it is allow 
to charge depreciation on any unit or part that is completed and 
service. Is this merely a concession granted to the utility or is there go 
logic to support it? Explain. 

3. In accounting for fixed assets of a nonutility enterprise of a commerc 
nature, the major purpose probably is obtaining reasonable allocations 
cost. Accounting for fixed assets of a utility serves that purpose a 
another of almost equal importance. What is it? 

4. An electric utility which owns and operates a very large power transm 
sion system maintains detailed records of charges in splicing of cab 
particularly as they affect diameter and length. How can the cost of tl 
effort be justified? 

5. Utility line crews often engage in sizable projects related to alreai 
existing transmission systems. Describe briefly what devices, plans, 
methods should be employed to obtain correct account classification 
direct labor, materials, supplies, and equipment use charged to such 
project. 

6. In his annual report, a city auditor criticized the administrative officials 
a utility for using depreciation fund assets to increase the utility plant, th 
is, to build more lines. In the absence of other information, what is yo 
opinion of his criticism? 

7. a) A utility bills its customers separately for sendee and for sales taxi 

Should the amount of sales taxes billed be included in utility revenu 

b) Suppose that a utility is not allowed to bill customers for the sal 
tax. However, rates have been raised approximately by the amount 
the tax. Should the revenues be reduced by the amount of the sal 
tax? 

c) Using assumed amounts, give entries to illustrate the billing and cc 
lection, and the payment of taxes, in each of the above cases. 

(State of Kansa 

8. Frequently it is not possible to distribute all amounts in clearing accour 
before the close of the fiscal period. How should undistributed amour 
be shown in the financial statements? 

9. A governmental utility sought to issue bonds to finance the cost of 
major expansion program. The action was opposed by a militant organiz 
tion which contended that need for the bond issue resulted from ini 
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management. Spokesmen for the organization asserted that over a period 
of several years the utility' had made large contributions to the city’s 
general fund, which action had been highly favorable to railroads and 
other large corporations in that it reduced substantially their property 
taxes. What do you consider to be the main points or issues in this 
controversy'? 

10. What are the meanings of “original cost” and “adjustment account” as 
used in public utility' accounting? 

(AICPA) 

11. Under the composite sy'stem of depreciation of fixed assets, it is said that 
recorded depreciation of units of utility' fixed assets frequently 7 exceeds 
the total cost of the unit. Does this result in an advantage to the utility' in 
the measurement of its gain or loss? Explain. 


PROBLEMS 

1. Below are described some unrelated transactions of kinds experienced 
primarily 7 by 7 organizations engaged in providing conventional electric utility 7 
service. You are required to prepare entries in general journal form to 
record the transactions. Explanations are not required. 

(1) A customer who had failed to pay his electric bill of $14 the preceding month paid 
that bill and the current month’s bill of $12.60 within the present month’s discount 
period. The rate of penalty on delinquent bills was 6 percent. 

(2) The Transportation Expenses — Clearing account balance was distributed on the basis 
of the following information: 


Cost charged to hauling poles for a new power line $150.00 

Cost of transportation service performed for a private 

individual 17.50 

Cost incurred in connection with dismantling a power line 269.00 

Cost incurred in hauling material for a new building being 

erected by the utility’s own working force 188.00 

Cost incurred in hauling coal for the utility’ s power plant 74.40 

Balance of account before clearing S698.90 


(3) Financial costs related to a building in process of construction were capitalized. The 
following were included: 

(a) The appropriate amount of financial expense related to a $400,000 issue of 
15-year term bonds, floated to finance the building. The bonds bore interest at 
3 percent per year and were sold at a discount of $7,200. The bonds were issued 
and construction of the building was begun and completed during the present 
year. The building was ready for use eight months after construction was started. 
Discount amortization and interest for the year had been charged to Interest on 
Long-Term Debt. 

(b) $ 1 ,200 interest on the utility’s own money was recorded as a cost of construction 
of the building. 

(4) Correction was made by appropriate debits and credits, and a transfer of cash, of an 
error in recording cost of a short stretch of line added to the transmission system 
(Poles and Fixtures). The outlay of $3,780 which should have been made from con- 
struction cash had been made from replacement fund cash and debited to Allowance 
for Depreciation — Poles and Fixtures. 

(5) During the year $29,760 cash was received from customers as advances in aid of 
construction. Also, during the year, S3.920 of customers’ credit so established was 
applied against charges to customers for electric service received. (Record as separate 
transactions.) 
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2. A building recorded under the general heading of Transmission Plant — 
Structures and Improvements was scheduled for demolition and removal. 
The work order and other documents related to the operation showed the 
following information: 


Cost of structure to be demolished $18,200.00 

Material consumed in demolition process 20.00 

Labor 1,260.00 

Equipment rental charges 1,220.00 

Supervision 50.00 

Total costs $20,750.00 

Less: Sales of salvage 8 1 0.00 

Net Costs $19,940.00 


You are required to do the following things: 

a) Make the entries for retirement of the structure in the manner de- 
scribed for such operations in the text. In charging the current costs 
of the retirement (materials, labor, etc.), a Various Expenses account 
may be credited for the total. Give brief explanations for your entries. 

b ) State whether the accounting procedure used in your entries embodies 
the use of the individual unit system or the composite system of 
depreciating fixed assets. 

c) State what justification there is for debiting the depreciation allowance 
for more than the cost of the asset being retired. 

3. This problem refers to Illustration 12-3 and requires a comparative state- 
ment of income and expenses for the fiscal years ended April 30, 1968 and 
1969. In the various sections as indicated, and in the same order as they 
appear in the fiscal 1968 statement, amounts for fiscal 1969 were as follows: 

Sales of water: $680,000; $118,000; $211,000. 

Other water revenues: $4,800; $2,400; S 12,900. 

Operating revenue deductions: $751,100; $199,200; $41,300. 

Nonoperating income: $1,250; $1,050. 

Nonoperating expenses: S 1 7,300; $350; and amortization of discount on 
bonds payable, $230. 

Appropriation of net income: $27,000 or less. 

You are required to do the following things: 

a) Using an appropriate heading, prepare the comparative statement, with 
money and percentage columns as indicated below and following the 
form of organization employed in Illustration 12-3. Calculate percentages 
of change to nearest whole percent. 


Operating revenues: 

Sales of water: 
Metered sales to 

1969 

1968 

7rjrrr.wr-Drrrr.wr* 
Amount Percent 

customers 

. . . $680,000 

$640,000 

$40,000 6 



12 — Enterprise funds: statements & special transactions 371 


b) A major increase in fiscal 1969 was in operating expenses, a considerable 
part of which was caused by a salary and wage increase averaging about 
5 percent of 1968 salaries and wages. Other substantial changes in the 
financial structure of the system occurred during the year. The effects 
of these changes may be observed in changes in certain items that are 
commonly referred to as fixed charges. Identify these changes and 
state what you think may have occurred to produce them. 

c) It will be noted that the appropriation or transfer of net income to a 
sinking fund reserve for 1969 was less than for 1968. State whether you 
think the sinking fund reserve was increased by only $21,920 for 1969 
and explain your position. 

4. The East Monroe Water Corporation was formed as a nonprofit organiza- 
tion to accomplish the construction of a rural water distribution system and 
to operate it after completion. The Midstate Engineering Company was 
employed to provide technical advice and service in planning and construct- 
ing the system. Four hundred twelve persons paid a membership fee of 
$60 each but at the date of this calculation the hook-on fee of $50 had been 
paid for only 369 hook-ons. A loan commitment (contractual promise) of 
$484,000 was received from an agency of the federal government. The 
loan was to be a 5 percent debt, to run for 40 years after beginning of 
construction, with repayments of principal to commence during the third 
year. The loan commitment would be drawn upon as needed during the 
estimated 210-day construction period. Annual payments of $28,700 (ap- 
proximately) are to be made for interest and debt amortization on the 
$484,000 loan during the last 38 years of the 40-year period (interest, only, 
payable during the first 2 of the 40 years). 

A detailed schedule of estimated usage by customers, classified by volume, 
was prepared for the first two years. Monthly usage was forecast at 1,960 
thousand gallons per month for the first two years, with a 100-thousand- 
gallon total increase in the third year. 

The consulting engineers listed as estimated “construction” costs the 
following items: original bid by lowest and best bidder, $356,881; assessment 
by water supplier to cover additional cost of supply mains, $31,583; increase 
in contract price for customers added between submitting of bids and 
beginning of construction, $45,057; provision for construction contingencies 
(approximately 5 percent of other “construction” costs), $21,480. “Non- 
construction” costs estimated by the consulting engineers were as follows; 
preliminary engineering and planning, $32,100; inspection during construc- 
tion, $9,100; special water report, $1,100; legal and administrative expense, 
$10,500; land costs, $1,000; interest during construction, $11,000; cost of 
obtaining easements, permits, and right-of-way, $2,000; public service com- 
mission hearing, $1,500; project contingencies, $4,350. 

Estimates of operating maintenance and interest costs for each of the 
first 2 years were as follows: wages and salaries, $2,400; fringe benefits, $150; 
office expense, $500; insurance, bonds, and fees, $250; materials and supplies, 
$150; payments to city for water supplied (water purchased), $0.35 per 
thousand gallons on usage indicated in the second paragraph of this problem; 
interest charges, $18,000 and $24,200, first and second years, respectively. 
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For the third year, cost estimates were the same as for the first 2 years 
with the following exceptions: (1) required reserve (round to nearest 
whole dollar) for additions and betterments at 1.3 percent of total project 
cost; (2) debt service requirement as explained in the first paragraph 
(not to be divided between principal and interest payments); (3) increase 
in water metered to the corporation by the city. 

Using pertinent information from the foregoing paragraphs and assuming, 
as the engineers did, that annual revenue amounts and costs are on a cash 
basis, you are required to do the following things: 

a) Assuming that all water purchased each year would be sold at a simple 
average rate of S2 per thousand gallons, which was the rate compiled 
from the detailed schedule of usage, calculate the estimated operating 
revenue of the utility for each of its first three years of operation. 

b) Prepare a two-part statement of estimated total project costs, with 
construction and nonconstruction costs itemized in separate sections. 
Ignore questions of propriety of classification of items as they were 
made by the engineers. 

c) Using the engineers’ and directors’ estimates, prepare an itemized state- 
ment showing estimated operation, maintenance, and other annual costs 
for each of the three years. List names of items at the left with columns 
for the three years at the right. 

d) Ignoring possible cash from income on temporary investments and all 
other sources than sales of water, prepare a brief summary' showing 
estimated cash on hand at the end of each of the first three years of 
operation. For this statement annual costs need not be itemized. Use 
total costs compiled for part (c). 

e) Assuming that the corporation’s debt service program is carried out 
exactly as planned, state how much interest will have been paid at the 
loan’s retirement. 

f) Based upon the information available in this problem, state how close 
the corporation came to budgeting for prompt payment of all con- 
struction and nonconstruction costs. Assume (as was true) that no 
operating revenue was available until the project was substantially 
completed. 


5 . 


TOWN OF WASHINGTON 

Municipal Electric Light and Power Fund 
After-Closing Trial Balance 
December 31, 1968 



Debit 

Credit 

Structures and improvements 

$ 640,000 


Allowance for depreciation 


S 160,000 

Machinery and equipment 

290,000 


Allowance for depreciation 


74,000 

Utility plant acquisition adjustment 

39,000 


Allowance for amortization 


18,000 

Construction in progress 

110,000 


Land 

24,000 


Cash — operating 

19,000 


Cash — construction 

27,000 


Accounts receivable 

41,000 
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Estimated uncollectible accounts 

Accrued utility revenue $ 8,400 

Materials and supplies 17,500 

Prepaid expenses 6,300 

Investments — replacement fund 176,000 

Accrued interest — replacement fund 1,400 

Cash — customers’ deposits 210 

Investments — customers’ deposits 9,600 

Accrued interest income— customers’ deposits . . 280 

Investments — sinking fund 44,000 

Accrued interest — sinking fund 800 

Unamorrized discount on bonds payable 1,200 

Preliminary survey charges 1,760 


Bonds payable 

Vouchers payable — operating 

Vouchers payable — construction 

Contracts payable 

Accrued expenses 

Customers’ deposits 

Accrued interest expense — customers’ deposits 

Reserve for replacements 

Reserve for sinking fund bonds payable 

Contributions from customers 

Municipality’s contribution 

Retained earnings 

$1,457,450 


$ 5,000 


300.000 
22,000 

34.000 

70.000 
16,400 

9,690 

150 

177,400 

44,800 

16,500 

200.000 
309,510 

$1,457,450 


You are required to do the following things: 

a) Copy the above trial balance on columnar paper, providing three pairs 
of money columns beyond the trial balance. It would be well to allow 
two lines for each of the following accounts: Construction in Progress, 
Accounts Receivable, Cash — Customers’ Deposits, Customers’ Deposits, 
and Accrued Interest Expense — Customers’ Deposits. Three lines each 
are desirable for Cash — Operating and Vouchers Payable — Operating. 

b) In the second pair of money columns enter the January, 1969, transac- 
tions. For purposes of this problem, post-closing or reversing entries 
for January 1, 1969 are to be omitted. To economize on time all trans- 
actions affecting income may be entered to Income and all affecting 
expense may be entered to Expense. Approximately three lines should 
be allowed for the former and eight lines for the latter. 

c) After January, 1969 transactions have been recorded, enter the balances 
of Income and Expense accounts in the third pair of money columns, 
and January 31 balances of balance sheet accounts in the fourth pair. 
Complete the worksheet in the usual manner. 

d) Prepare a balance sheet for the fund at January 31, 1969. 

The following transactions occurred: 

(1) Sales of electric energy billed to customers during the year totaled $121,700. 

(2) Cost of operating and administrative expenses (wages, salaries, fuel, supplies, etc.) 
totaled $97,240, which amount, plus $6,000 bond interest expense, was vouchered 
for payment. 

(3) Based upon engineers’ certificates, liability was recorded for $40,000 additional 
which had been expended by the contractor on the structures and improvements in 
progress. 
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(4) One unit of the construction in progress was certified as completed and its cost of 
550,000 was transferred to structures and improvements. 

(5) $75,000 of contractors’ claims were vouchered for payment. 

(6) During January $1 14,000 of accounts receivable were collected, to which was added 
$460 for payment after the discount period had expired. 

(7) Investments costing $12,000, with accrued interest of $200, were purchased as re- 
placement assets and vouchered for subsequent payment from operating cash. 

(8) Because of progress on the work to which they applied, preliminary survey charges 
of $300 were transferred to construction. 

(9) Materials and supplies were purchased and vouchered for payment in the amount 
of $9,700. 

(10) $410 for meter deposits was collected from customers during January and because of 
discontinued service, $150 of meter deposits, plus $10 accrued interest on deposits, 
was paid to customers. 

(1 1) Accounts receivable in the amount of $850 were disposed of during January, on ac- 
count of nonpayment. Customers whose accounts were written off had meter de- 
posits of $120 and the amount of accrued interest expense owing to them was $5. 
The appropriate transfer of cash was made. 

(12) $100,000 par value of bonds payable were sold at 98, to finance construction. 

(13) Payments on vouchers payable during January totaled $104,000, operating, and 
$103,000, construction. 

(14) Interest on investments received in cash during January was as follows (credit in- 


come accounts) : 

Replacement fund (operating cash) $430 

Customers’ deposits fund 20 

Sinking fund (operating cash) 150 


(15) Since most accruals and prepayments are increased and decreased in the normal 
operations of business, the town of Washington assumed that net changes in most 
accruals and prepayments from month to month are not worth calculating and 
recording, except at the end of the year. One exception to this general rule was ma- 
terials and supplies, of which the January 3 1 inventory showed a balance of $12,400. 

(16) Other adjustments ordinarily recorded on a monthly basis were: 


Estimated loss on bad debts during January $ 180 

Amortization of discount on bonds payable 400 

Amortization of utility plant acquisition adjustment 150 

Depreciation of structures and improvements 1,250 

Depreciation of machinery and equipment 1,160 


6. Early in 1969 the town of Crawford utility board decided, upon competent 
advice, to discontinue budgetary accounting for the electric utility of that 
municipality. The after-closing trial balance of the utility of June 30, 1969, 
is given below. All budgetary accounts are to be removed, and proprietary 
accounts arc to be adjusted and added, based upon the supplementary in- 
formation given, to comply with the board’s decision. 


TOWN OF CRAWFORD 

Electric Utility Fund 
Trial Balance, June 30, 1969 



Debit 

Credit 

Accounts payable — bond fund 


$ 32,000 

Accounts payable — operating 

Accounts receivable 


16,500 

Accrued bond interest 

480 

Appropriations 

Bonds authorized — unissued 

Cash — bond fund 

Cash — deposits fund 

40,000 

30,000 

1,700 

400,000 
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Cash — operating S 8,060 

Accrued interest earned — deposits fund. 240 

Accrued interest expense — deposits fund S 330 

Investments — deposits fund 19,300 

Cash — sinking fund 3,180 

Deposits payable 20,650 

Prepaid expenses 12,030 

Estimated uncollectible accounts 1,230 

Expenditures — bond fund 362,000 

Investments — sinking fund 18,400 

Accrued interest earned — sinking fund 160 

Reserve for retirement of sinking fund bonds 18,760 

Unappropriated surplus — deposits fund 460 

Unappropriated surplus — sinking fund 1,020 

Unappropriated surplus — general 19,250 

Due to brokers — sinking fund 4,000 

Accrued payroll 5,300 

$518,960 $518,960 


The unusual arrangement of accounts in the above trial balance relates to 
the special requirements of the problems. 

Additional information to be used in recording the conversion included 
the following: 


(1) The utility plant and equipment had been provided by the municipality at a total cost 
of $455,000. This represented book value of tangible fixed assets at date of acquisi- 
tion, plus acquisition premium. An appraisal of the contributed plant showed cost 
and accumulated depreciation as follows: 


Estimated 
item Cost New 

Buildings, structures, 
and improvements. . .$450,000 

Equipment 1 10,000 

Land 25,000 

585,000 


Estimated 
Depreciation 
When Bought by 
Municipality 

$ 120,000 

40,000 


SI 60,000 


Estimated 
Depreciation, 
June 30, 1969 

$150,000 

60,000 


$210,000 


The acquisition premium of $30,000 applied to the buildings, structures, and improve- 
ments. No depreciation of fixed assets and no amortization of the premium have been 
recorded since acquisition, thus causing an overstatement of earnings. The state 
utility commission has authorized an unamortized balance of S24,000 for the premium 
at June 30, 1969. (Charge Retained Earnings for amounts of depreciation and amorti- 
zation since acquisition.) 

(2) Bond fund expenditures represent accumulated payments on an expansion project in 
progress. Maintenance of a bond sinking fund by the utility indicates the bonds will 
be paid by the utility. 

(3) A total of $12,780 interest has been paid and accrued on the bonds to date. This in- 
terest has been charged to operations. 

(4) New equipment costing $31,000 has been purchased by the utility and charged to 
operations. Estimated depreciation on this to June 30, 1969, is $3,200. 


You are required to do the following things: 

a) Record the trial balance of June 30, 1969 on columnar paper or in 
T accounts. If columnar paper is used it would be advisable to leave 
two lines for each new account. 
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b) Make the following adjustments and corrections to bring Crawford’s 

electric utility accounts into conformity with generally accepted prac- 
tices: 

(1) Record the municipality’s contribution of fixed assets to the electric utility fund, 
using amounts as of date received by the utility. 

(2) Make the entry or entries required to adjust the book value of the fixed assets 
which had not been accounted for in the utility fund, from the date of acquisition 
to June 30, 1969. (Unappropriated Surplus is to be replaced with Retained 
Earnings.) 

(3) Make the appropriate entry to correct the accounting for bond fund expenditures, 
assuming the bonds are to be accounted for in the electric fund. 

(4) Setup S3 60,000 par value of bonds outstanding to replace the S400,000 bond fund 
appropriation and the $40,000 of bonds authorized but unissued. 

(5) Make the appropriate entry to correct for bond interest which has been paid by 
the utility. 

(6) Set up as of June 30, 1969, the book value of new equipment bought and charged 
to expense. 

(7) Since accumulation funds do not properly have surplus accounts, close that of 
the town of Crawford’s electric utility deposits fund into Retained Earnings, and 
do the same for Unappropriated Surplus — General. 

(8) Adjust Reserve for Retirement of Sinking Fund Bonds to the approved basis 
described in the text. 

c) Prepare a trial balance on your columnar paper or from your T accounts, 

for Crawford’s electric utility fund after revision as of June 30, 1969. 

7. The State Gas Company follows the practice of cycle billing in order to 
minimize peak work loads for its clerical employees. All customers are billed 
monthly on various dates, except in those cases when the meter readers arc 
unable to enter the premises to obtain a reading. 

The following information for the year ended September 30, 1969, is 
presented by the company: 


Cycle 

i 

Billing Period 

Customers Billed 

Customers 
Not Billed 

Number 

Amount 

1 

Aug. 7-Sept. 5, inclusive 

2,760 

$13,800.00 

324 


Aug. 12-Scpt. 10, inclusive 

3,426 

13,704.00 

411 


Aug. 17-Sept. 15, inclusive 

3,265 

14,692.50 

335 


Aug. 22-Scpt. 20, inclusive 

2,630 

12,492.50 



Aug. 27-Scpt. 25, inclusive 

3,132 

13,311.00 

468 


You are further advised that all customers have been billed for prior 
periods and that the company’s experience shows that charges for those 
customers whose meters were not read average the same amount as the 
charges for the customers billed in their cycle. In addition, the company 
assumes that the customers’ usage will be uniform from month to month. 

From the above information, compute the unbilled revenues of the com- 
pany as of September 30, 1969, arising from cycles No. I and No. 3. (Do 
not compute revenues from cycles 2, 4, and 5.) 

(A1CPA, adapted) 
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8. At September 30, 1968, the city of Sumpter’s municipal airport fund had 
the following balance sheet: 


CITY OF SUMPTER 


Municipal Airport 
Balance Sheet 
September 30, 1968 

Assets 

Current Assets: 

Cash in bank 

Cash on hand 

Petty cash fund 

Accounts receivable S 10,072.05 

Less: Estimated uncollectible accounts. . . . 563.78 

Due from other governmental agencies. . . . 


Inventories — gasoline and oil 

Total Current Assets 

Fixed Assets : 

Improvements in use $821,418.70 

Less: Allowance for depreciation 245,71 1.71 

Construction contracts in progress 

Total Fixed Assets 

Total Assets 


$ 14,202.92 
93.58 
500.00 

9,508.27 

84,182.24 

4,104.78 


$575,706.99 

176,931.20 


$112,591.79 


752,638.19 

S865.229.98 


Liabilities and Surplus 
Current Liabilities : 

Accrued payroll 

Contracts payable 

State sales tax payable 

Due to other funds — light and water 

fund 

Total Current Liabilities 

Surplus : 

Equity in fixed assets 

Unappropriated surplus (deficit) .... 

Total Surplus 

Total Liabilities and Surplus. . . 


$ 1,283.10 

180,843.68 
11.16 

63.49 

$182,201.43 

S752.638.19. 

69,609,64 

$683,028.55 

S865.229.98 


During the fiscal year ended September 30, 1969, the following transac- 
tions, stated in summary form, occurred: 

(1) Revenues accounts were increased as follows during the year: 


Rents and Storage S33.669.00 

Landing Fees 6,378.17 

Miscellaneous Revenue 1,155.36 

Sales of Gasoline and Oil 99,802.95 


Of the total revenue of the year, S91.870.50 was charged to “Due from Other Gov- 
ernmental Agencies” and the balance to Accounts Receivable. Accounts Receivable 
was charged at the same time for state sales taxes of S9,418. 

(2) The following expenses were vouchered during the year: 


Wages $43,040.56 

Supplies expense 2,824.11 

Repairs and maintenance 23,107.12 

Communications 445.91 
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Insurance and bonds $ 21S.86 

Special sendees 431.41 

Retirement and Social Security 2,874.40 

Other charges 1,500.91 


(3) Utilities account was charged for $9,055.12 for sendees from the municipal light 
and water fund. 

(4) Gasoline and oil purchases of $60,808.37 were vouchered. 

(5) The September 30, 1968 accrued payroll, $120,864 of contracts payable, $9,320 of 
state sales taxes payable and $9,050 due to other funds were vouchered during the 
year. 

(6) Collections (Cash on Hand) of accounts receivable during the year were $44,866.05, 
and $350 was written off as uncollectible. 

(7) Additional expenditures on the construction in progress in the amount of $7,600 
were added to unpaid contracts. 

(8) Improvements completed and put into use during the year had a total cost of 
SI 51,600. 

(9) Reimbursements of the petty cash fund during the year are included in transaction 
(2). The fund had been cleared of all expense vouchers before the close of business 
on September 30, 1969. 

(10) Cash on hand was increased by the amount of $103,900 which was received from 
other governmental agencies. 

(1 1) A six months’ loan of $125,000, interest payable at maturity, was obtained from the 
airport’s depository on September 30, 1969 and credited to the airport’s checking 
account. 

(12) The only cash which had not been deposited at September 30, 1969 was the amount 
of $117 and the $500 petty cash fund. 

(1 3) Following its usual custom, the airport had liquidated all vouchers payable on or be- 
fore the year end. 

(14) Estimated loss on bad debts for the year was $450, depreciation of improvements, 
$49,620, and accrued wages at year end were $1,590. 

(15) Gasoline and oil inventory was $5,029 at year end. 

You are required to do the following things: 

tf) Start from the account balances shown in the airport fund balance 
sheet and record the fund’s transactions for the year ended September 
30, 1969. This may be done by journal entries and postings to T ac- 
counts, or by direct posting from transactions to T accounts. 

b) Prepare a trial balance for September 30, 1969. 

c) Prepare a statement of income and expense for the fiscal year ended 
September 30, 1969. Show sales of gasoline and oil first, then a Cost of 
Sales section for gasoline and oil, then a gross margin figure, followed 
by other income items, to arrive at a gross income figure, which should 
be followed by a listing of expenses. (Net loss after depreciation, 
$54,034.07.) 

d) Alternative to (c): Prepare a balance sheet for the fund at September 
30, 1969, taking into account the following information: following 
preparation of the income and expense statement, the amount of de- 
preciation for the year was added back to the result of the year’s 
operations if the result was a gain, or subtracted if it was a loss. Like- 
wise, increase in total of improvements, plus construction contracts in 
progress, was deducted from the result of operations for the year if a 
gain, or added to it if a loss. Each year’s change in Equity in Fixed 
Assets was the difference between increases in the two fixed asset ac- 
counts and depreciation charged for the year. If depreciation was the 
greater, the change in equity' was a reduction. Recognizing that your 
balance sheet is, in a manner, two balance sheets in one, state whether 



12 — Enterprise funds: statements & special transactions 379 


you think that procedure was arbitrary or contained a measure of logic. 
c) State what change or changes you would recommend to be made in 
the airport’s chart of accounts. 

f) The airport to which this problem relates regularly has very substantial 
losses. State how you think it stays in existence in the face of continuing 
high losses. fThe answer to this query was not present in the fiscal 
1969 transactions.) 

9. The city of Larkspur provides electric energy for its citizens through an 
operating department. All transactions of the Electric Department are re- 
corded in a self-sustaining fund supported by revenue from the sales of 
energy. Plant expansion is financed by the issuance of bonds which are 
repaid out of revenues. 

All cash of the Electric Department is held by the city treasurer. Receipts 
from customers and others are deposited in the treasurer’s account. Dis- 
bursements are made by drawing warrants on the treasurer. 

The following is the post-closing trial balance of the department as of 
June 30, 1968: 

Cash on deposit with city treasurer $ 2,250,000 

Due from customers 2,120,000 

Other current assets 130,000 

Construction in progress 500,000 

Land 5,000,000 

Electric plant 50,000,000* 

Accumulated depreciation — electric plant 

Accounts payable and accrued liabilities 

5 percent electric revenue bonds 

Accumulated earnings 

$60,000.000 

• Th e plant is being depredated on the basis of a 50-year composite life. 


$10,000,000 

3,270,000 

20,000,000 

26,730,000 

$60,000,000 


During the year ended June 30, 1969, the department had the following 
transactions: 

(1) Sales of electric energy, $10,700,000. 

(2) Purchases of fuel and operating supplies, $2,950,000. 

(3) Construction of miscellaneous system improvements (financed from operations), 
$750,000. 

(4) Fuel consumed, $2,790,000. 

(5) Miscellaneous plant additions and improvements placed in service, $1,000,000. 

(6) Wages and salaries paid, $4,280,000. 

(7) Sale on December 31, 1968, of 20-year, 5 percent electric revenue bonds, with in- 
terest payable semiannually, $5,000,000, 

(8) Expenditures out of bond proceeds for construction of Larkspur Steam Plant Unit 
No. 1 and control house, $2,800,000. 

(9) Operating materials and supplies consumed, S 1 50,000. 

(10) Payments received from customers, $10,500,000. 

(I I) Expenditures out of bond proceeds for construction of Larkspur Steam Plant Unit 
No. 2, $2,200,000. 

(12) Warrants drawn on city treasurer in settlement of accounts payable, $3,045,000. 

(13) Larkspur Steam Plant placed in service on June 30, 1969. 

Required: A work sheet of the revenue fund of the Electric Department, 
showing: 

a) The balance sheet amounts at June 30, 1968. 
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b) The transactions for the year. (Note: Journal entries supporting your 
transactions are not required.) 

c) The balance sheet amounts at June 30, 1969. 

d) The sources and applications of funds during the year. 

(AICPA, adapted) 


CONTINUOUS PROBLEM 

12-L. The City Water Utility is owned and operated by the city of Bingham. 
The water utility was originally constructed and operated by a private 
corporation but was sold to the city 30 years before the date of the 
balance sheet below, which was prepared at the beginning of the current 
fiscal year. 


CITY OF BINGHAM WATER UTILITY FUND 
Balance Sheet as of July 1, 19 — 

Assets 

Ucility Plant: 

Utility plant in service 56,235,695 

Less : Accumulated provision for deprecia- 


tion 

. .. 1,247,139 

54,988,556 


Property held for future use 


25,000 


Construction work in procress 

Utility plant acquisition adjustments. . . . 
Less-. Accumulated provision for 

...S 265,000 

94,700 


amortization 

. . . 1 59,000 

106.000 


Total Utility Plant 



S5, 214, 256 

Current and Accrued Assets: 




Cash 


80,000 


Due from other funds 

Customer accounts receivable 

Less: Accumulated provision for 

. ..$ 77,720 

7,000 


uncollectible accounts 

2,360 

75,360 


Materials and supplies 


47,073 


Prepayments 


3,340 


Total Current and Accrued Assets. . . 



212,773 


Dcferrcd Debits: 

Unamortized bond discount 32,600 


Total Assets S5.459.629 

Proprietary Capital, Liabilities and Contributions 

Long-Term Debt: 

Bonds, 3%, J and J I, mature 20 years 

from balance sheet date 

Current and Accrued Liabilities : 

Accounts payable 

Customer deposits 

Miscellaneous accruals 

Total Current and Accrued Liabilities. . . 

Contributions: 

Contributions from customers 

City’s contribution 

Retained earnings 

Total Contributions 

Total Liabilities and Contributions.. . . 


54,260,000 


39,210 

27,638 

6,892 


73,740 


163,210 

425.000 

537,679 


1 , 125,889 

5541 ^ 
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Revenue and expense classifications and account titles proposed by the 
National Association of Railroad and Utilities Commissioners for use 
by water utilities include: 

Operating Revenues: 

Sales of Water 
Other Operating Revenues 
Operating Expenses: 

Operation Expense 
Maintenance Expense 
Depreciation Expense 

Amortization of Plant Acquisition Adjustments 
Contribution in Lieu of Taxes 
Interest Charges: 

Interest on Long-Term Debt 
Amortization of Debt Discount 
Interest Charged to Construction (Credit) 

You are required to: 

a) Open a general journal for the Water Utility Fund and enter the 
following transactions as necessary. Use the account titles shown 
in the balance sheet and in the list below it. 

(1) Billings to nonmunicipal customers for water service for the year totaled 
S 1 ,040,568. Billings to the city of Bingham for water service totaled S 1 2,000. 

(2) Collections from customers totaled 51,047,768, from the city $10,750. 

(5) Construction work authorized, including that to accommodate the extension 

of service to Irwinville (Problem 10-L), amounted to $234,000. As a part 
of this, a contract for $112,000 was signed with a private firm; the 
remainder of the work was to be done by water utility employees. 

(4) Materials and supplies in the amount of $260,800 were ordered. All of these 
were received during the period except $4,800 worth. The invoices other- 
wise agreed with the purchase orders and receiving reports and were ap- 
proved for payment. A perpetual inventory system is used for all materials 
and supplies. 

(5) Payrolls totaling $289,765 for operations; $83,210 for maintenance; and 
S36,000 for construction were paid. 

(6) Materials and supplies issued during the period amounted to $120,000 for 
operations; $52,000 for maintenance; and $84,000 for construction. 

(7) All bond interest due during the year was paid. Debt discount was amor- 
tized on the straight-line basis. 

(8) Interest of $8,500 was charged to Construction Work in Progress. 

(9) A progress billing for $56,000 was received from the construction con- 
tractor and paid. 

(10) Assets under construction at the start of the year and some of those started 
during the year were completed and placed in service. The costs incurred 
on this construction totaled $206,350. 

(11) The water utility paid $178,342 to the general fund as a contribution in 
lieu of property taxes. 

(12) Collection efforts were discontinued on bills amounting to $1,965; the 
customers owing the bills had paid deposits to the water utility of $660, 
on which $12 of interest had been accrued as of balance sheet date (this 
utility leaves the accrued interest on deposits in “Miscellaneous Accru- 
als”) ; the remainder due was written off. 

(13) Deposits amounting to $1,238 were applied to the final bills of customers 
discontinuing service; $36 of interest was accrued on these deposits. Addi- 
tional deposits amounting to $1,460 were refunded by check to customers 
discontinuing service, as was $50 accrued interest on the deposits. Deposits 
totaling $3,427 were received from new customers. 
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(14) Accounts payable at year end totaled $43,610. 

(15) Prepayments at year end were the same as at the beginning. Interest on 
deposits amounted to $628 (charge Operation Expense). Depreciation on 
utility plant was 2 percent of the beginning balance (round charge to the 
nearest dollar). The Accumulated Provision for Uncollectible Accounts 
should equal $1,650. Make these and all other adjusting and closing entries 
necessary at year end. 


b) Prepare a balance sheet for the Water Utility Fund as of June 30, 

19 . 

c ) Prepare a statement of income and expense for the Water Utility 
Fund for the year. 



Chapter 13 
Fixed Assets 


Notwithstanding untold billions of dollars of public money already 
invested in permanent property, with other billions added annually, ac- 
counting and reporting for fixed assets is a seriously neglected aspect of 
governmental administration. It is safe to say that a majority of govern- 
mental units have no formal organized record whatever of all the fixed 
assets they own. There are three principal reasons for this neglect: 

1. Except for certain types of funds — especially intragovemmental service, 
trust, and enterprise funds — fixed assets are not normally included in fund 
financial structures and, therefore, have no bearing on fund financial condi- 
tion. 

2. Except for fixed assets belonging to the special types of funds mentioned 
above, depreciation is not included as a current cost of government. 

3. The present general disposition of voters to evaluate a legislator’s or 
chief executive’s performance in terms of the buildings, highways, reservoirs 
and other cosdy new improvements he “gets” for his constituents tends to 
obscure the importance of maintaining what the community already owns. 
Acquisition is much more spectacular than preservation. 

Parts of the following discussion will be equally applicable to all 
governmental fixed assets, whereas other sections pertain specifically ei- 
ther to fixed assets owned by individual funds or to general fixed assets. 
Where special reference is made to one or the other of the latter groups, 
that fact will be clearly noted. 

Classification of fixed assets 

A fivefold grouping of fixed assets is often used in governmental 
accounting. The names of the five classes are as follows: 

Land 

Buildings 

Improvements Other than Buildings 
Machinery and Equipment, or Equipment 1 
Construction Work in Progress 

1 For general fixed assets the title “Equipment” is recommended by the National 
Committee on Governmental Accounting and will be used when discussion narrows to 
general fixed assets. 
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Land includes all parts of the earth’s surface owned by a governmental 
unit, regardless of the purpose or reason for which owned. Thus, it could 
range from land used as locations for public buildings in populous cities to 
undeveloped tracts in remote locations held as watersheds or for sonic 
undetermined future use. However, land held under lease is not owned 
and should be omitted from the accounts. 

The nature of assets to be classified as Buildings is a matter of common 
knowledge; but if a definition is needed, perhaps they may be said to 
consist of those structures erected above ground for the purpose of 
sheltering persons or property. Improvements Other than Buildings con- 
sists of land attachments of a permanent nature, other than buildings, and 
includes, among other things, roads, bridges, tunnels, power lines, tracks, 
walks, walls, etc. 

The category of Machinery and Equipment may be said to include 
movable assets of a permanent nature, although some very large items, 
such as electric generating equipment, are, for all practical purposes, a 
part of the location to which they are attached. Work in Progress, found 
among fixed asset accounts of utilities and in the general fixed assets group 
of accounts, is the accumulated cost to date of fixed assets not completed. 
Eventually, upon completion, the values represented by work in progress 
will be transferred to accounts of the Structures and Improvements or 
Machinery and Equipment categories, or to Land if the charges are for 
clearing, drainage, or similar costs. 

Attention is directed to the fact that the foregoing classification is one 
of groups of assets. For practical purposes, at least, both Improvements 
Other than Buildings and Machinery and Equipment are likely to be 
accounted for in two or more general ledger accounts, as dictated bv 
convenience and a desire for accuracy. Thus, instead of one account for 
machinery and equipment, there might be two or more accounts for 
different types of machinery and two or more accounts for different 
types of equipment. Subsidiary ledger accounts or other subsidiary rec- 
ords, as discussed elsewhere, must be maintained to record details of 
individual items covered by each controlling account. 

Sources of acquisition 

Governmental fixed assets are acquired through two main sources and a 
limited number of minor ones, as follows: 

1. A substantial amount of governmental fixed assets have been procured 
through construction, and the process continues. Some governmental construc- 
tion is accomplished through the governmental unit’s own working organiza- 
tion; but because of the large working forces usually required on a more or 
less short-term basis, the independent contractor is relied upon most frequently. 
Construction by the governmental unit’s own force may be provided through 
intragovernmental service, capital projects, special assessment, or enterprise 
funds, particularly the last three. Construction by private contractors is 
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furnished through the same funds, omitting the intragovernmental service 
type. In recent years, special revenue funds, financed by motor fuel taxes and 
vehicle licenses, have provided resources for great amounts of construction 
of highways, streets, and bridges. 

2. The second major procurement source for governmental fixed assets is 
through outright purchase. This includes the larger portion of movable fixed 
assets owned bv governments, as well as land, many buildings, and — in the 
utility field — complete operating units acquired from private owners. Resources 
for purchase have been and continue to be provided by bond funds, special 
assessment funds, and — in the case of smaller items such as machinery, auto- 
motive equipment, office equipment, etc. — directly by general and special reve- 
nue funds from current appropriations. Large amounts of land and buildings 
are now being acquired through lease-purchase contracts, financed from cur- 
rent revenue received by the lessee governmental unit. This method of ac- 
quiring such assets makes some difference in the accounting mechanics for 
recording the resulting transactions, but the final results are unchanged. Al- 
though acquired through a lease-purchase arrangement, the actual investment 
is by the fund or funds which furnished money to pay the lessors. 

3. A substantial amount of fixed assets have been acquired through contribu- 
tions by private individuals or agencies. Generally speaking, assets so acquired 
are for education, recreation, amusement, public health, or some other similar 
purpose; but these are not all-inclusive. Land, buildings, and equipment are the 
objects most often contributed or stipulated for purchase with monetary dona- 
tions. 

4. Grants-in-aid by higher governmental authorities have accounted for 
some fixed assets owned by states and units of local government. To date the 
amount of such aid has not been proportionately large, but it continues at an 
accelerating rate. The majority of assistance from state and federal govern- 
ments has been applied to buildings and improvements other than buildings 
(streets, highways, bridges, sanitation systems, etc.), with minor portions to 
land and buildings. 

J. A small amount of governmental fixed assets have been acquired through 
tax foreclosures and subsequently dedicated to public use rather than being 
sold. 

Basis of accounting for fixed assets 

As in commercial accounting, cost is the generally accepted basis of 
accounting- for governmental fixed assets. Rules governing determination 
of what constitutes cost are comparable to those prevalent in commercial 
practice. As with privately owned utilities, those that are publicly owned 
observe certain special rules for cost classification. In fact, it may be 
repeated that rules for capitalizing expenditures of publicly owned utili- 
ties should be the same as those used by privately owned utilities operated 
within the same territory. This is true because of the inevitable demand 
for comparison of rates and operating costs between privately and pub- 
licly owned utilities. Expenditures improperly applied not only distort 
asset yaluations but also affect the basis to be used subsequently for 
charging depreciation. On the other hand, neither governmental utilities 
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nor other funds are required to pay federal income taxes; so, to that ex- 
tent, they are under less responsibility for meticulous differentiation be- 
tween capital and revenue expenditures than are private enterprises. 

As in commercial accounting, all costs of obtaining possession of, and 
clear title to, a fixed asset, in the condition in which it is to be used, arc 
recognized as legitimate elements to be capitalized. 2 Insofar as possible, 
general procedures should be established for the identification of capital 
expenditures; and these should be adhered to in all cases. Governmental]}' 
owned utilities, as stated previously, should conform to the accounting 
requirements prescribed for privately owned utilities; and these are likely 
to include elaborate directions for defining fixed asset costs. In case of 
questionable items the doubt should be resolved against capitalization. To 
avoid uneconomical accumulation of details, minima are usually estab- 
lished below which no expenditure will be capitalized regardless of its 
intrinsic nature. Thus, it may be ruled that no expenditure of less than $25 
may be capitalized regardless of the permanence of its benefit. 

Land 

The cost of land acquired by a governmental unit through purchase 
should include not only the contract price but also such other related 
costs as taxes and other liens assumed, title search costs, legal fees, survey- 
ing, filling, grading, drainage, and other costs of preparation for the use 
intended. Governments are frequently subject to damage suits in connec- 
tion with land acquisition, and the amounts of judgments levied arc 
considered capital costs of the property acquired. Land acquired through 
forfeiture should be capitalized at the total amount of all taxes, liens, and 
other claims surrendered, plus all other costs incidental to acquiring 
ownership and perfecting title. Land acquired through donation should be 
recorded on the basis of appraised value at the date of acquisition, or at 
one dollar if a reliable appraisal value is not obtainable. Cost of acquiring 
and protecting the title should not be capitalized, because that would be 
mixing appraised value and cost of the same thing in one account. How- 
ever, if substantial costs are required for placing the property in usable 
condition, they may be capitalized because they represent value added to 
what was acquired by donation. Valuation of land obtained by donation is 
of importance chiefly for report, statistical, and other comparative pur- 
poses. 

Buildings and improvements other than buildings 

The determination of the cost of buildings and improvements acquired 
by purchase is relatively simple, although some peripheral costs may be of 
doubtful classification between capital and revenue. The price paid for the 
assets constitutes most of the cost of purchased items; but legal and other 
costs, plus expenditures necessary to put the property into acceptable 
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condition for its intended use, arc proper additions. The same generaliza- 
tions may be applied to acquisitions by construction under contract; that 
is, purchase or contract price, plus positively identified incidentals, should 
he capitalized. The determination of the cost of buildings and improve- 
ments obtained through construction by some agency of the governmen- 
tal unit is attended by slightly more difficulty. In these cases, costs should 
include not only all the direct and indirect expenditures incurred by the 
fund providing the construction but also materials and services furnished 
by other funds as well. Details on items to be capitalized in the cost of 
buildings and improvements constructed may be found in the chapters on 
intragovernmental service, capital projects, special assessment, and enter- 
prise funds. As for land acquired through donation, the valuation of 
buildings and improvements so acquired should be established by ap- 
praisal. Acquisition, rehabilitation, and improvement costs related to do- 
nated buildings and improvements should follow the pattern recom- 
mended in the case of land. Also as in the case of land, the chief reason for 
setting a value on donated buildings and improvements is to aid in deter- 
mining the total value of fixed property used by the government, for 
reports and comparisons. 

What about pre-owned buildings and improvements acquired by gov- 
ernmental units — for ex-ample, those that are components of utility plants 
acquired from private owners? Should they be set up at cost with appro- 
priate valuation allowances, or at net cost to the new owner? To illustrate, 
if a building which originally cost S25,000 and which has been depreciated 
in the amount of S 10,000 is acquired for $20,000, at what figure should it 
be recorded in the governmental unit’s records? The answer to this 
question depends upon the wishes of the new owner, along with legal 
requirements which prevail. If for any reason the governmental unit 
desires or is required by regulations to record original cost, that basis may 
be used; and if not, net book value, actual cost, or apportioned cost may 
be set up. 

Machinery and equipment , or equipment 

Machinery and equipment are most likely to be acquired by purchase, 
although construction by an intragovernmental sendee fund may be the 
source in some instances, in which case the same rules will apply as for 
structures and improvements constructed by the government’s own 
working force. The cost of machinery and equipment purchased should 
include the items conventional under commercial accounting practice: 
purchase price, transportation costs if not included in purchase price, 
installation cost, and other direct costs of readying for use. Should cash 
discounts on governmental fixed assets purchased be treated as a reduction 
of costs or as financial income? On this question, there is general agree- 
ment that cash discounts on purchase of fixed assets should be treated as 
cost deductions. The reason for this will not be explained here. It is a 
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topic ordinarily discussed in books on intermediate and advanced account- 
ing. Partially depreciated machinery'- and equipment acquired by a gov- 
ernmental unit may be accounted for either on the basis of original cost or 
on the basis of depreciated value, depending upon the wishes of those in 
authority. 

Construction work in progress 

This is a temporary stage in the procedure of converting and combin- 
ing labor, materials, and overhead into a completed fixed asset. As a fixed 
asset classification, it is peculiar to enterprise funds and the general fixed 
assets group of accounts. The Construction Work in Progress (or Proc- 
ess) account, sometimes required in intragovernmental sendee fund ac- 
counting, is not a fixed asset account of that fund but merely a summary 
of costs accumulated to date on projects for the benefit of other funds. 

In utility funds, Construction Work in Progress may appear among the 
fixed asset accounts as a compilation of costs incurred to date in the 
construction of structures, improvements, machinery, and equipment. 
Typical charges to such an account on enterprise fund books would come 
from payrolls for labor applied, from stores or purchases for materials 
used, from expense accounts for amounts of expenses applicable to con- 
struction, and from clearing accounts for items temporarily unclassified 
but subsequently identified as construction costs. From Construction 
Work in Progress, costs emerge as total costs of completed assets, usually 
in the categories of plant, structures, or improvements, but possibly in 
others. As indicated elsewhere, the total cost of enterprise fixed assets 
constructed will include not only those items accumulated through the 
Construction Work in Progress account, but also certain capital costs 
applicable to the construction period. Depreciation is not recorded on 
work in progress, except as to units completed and in operation. 

Activities of capital projects funds and special assessment funds for 
construction give rise to work in progress, but formal recognition of the 
fact is not often given in the accounts of those funds. As described in the 
appropriate chapters, construction expenditures by those funds are ordi- 
narily closed into Fund Balance at the end of each year, but the amounts 
are not capitalized in the funds doing the construction: the amounts arc 
set up under the caption of Construction Work in Progress in the general 
fixed assets groups of accounts, assuming that only fixed assets for general 
use issue from the funds mentioned. As to enterprise funds, general work 
in progress eventually develops into a fixed asset of some finished form in 
the fund. 

Cost after acquisition 

Governmental accounting procedures should include clear-cut provi- 
sions for classifying costs incurred in connection with fixed assets after the 
original cost has been established. Expenditures closely associated with 
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fixed assets will regularly occur in amounts of varying size, and responsi- 
ble persons will be charged with deciding whether these are of a revenue 
nature or represent additions of permanent value. Utilities ordinarily will 
be governed by well-defined rules and regulations, as stated previously; 
and in case of borderline items, the management may refer to the appro- 
priate regulatory commission for an opinion. 

In general, it may be said that any expenditure which definitely adds to 
a fixed asset or enhances the value of an integral part of it may be classified 
as a capital item. Thus, drainage of land, addition of a room to a building, 
and changes in equipment which increase its output or reduce its cost of 
operation are clearly recognizable as capital expenditures. Special diffi- 
culty arises in the case of large-scale expenditures which are partly re- 
placements and partly additions or betterments. An example would be 
replacement of a composition-type roof with a roof of some more durable 
material. To the extent that the expenditure replaces the old roof, it 
should not be capitalized unless cost of the old roof is removed from the 
accounts; and to the extent that it provides a better roof, it should be 
capitalized. The distribution of the total cost in such a case is largely a 
matter for managerial determination. As suggested elsewhere, the need for 
exact discrimination between capital and revenue expenditures is not so 
pressing in government as in business, with an inclination toward the 
expenditure classification in all doubtful cases. Consistent with policy in 
recording original acquisition costs, some expenditures unquestionably 
representing increases in permanent values may, for convenience, be arbi- 
trarily classified as of a revenue nature if the amount is less than some 
specified minimum or on the basis of any other criterion previously 
decided upon. 

Expenditures that are partly replacements and partly additions or bet- 
terments occasion some accounting difficulty. The distribution of the 
expenditure having been decided upon, the estimated amount of addition 
or betterment might be added to the asset. Perhaps better results might be 
obtained by crediting the appropriate asset account for the cost of the 
replaced part, thus removing the amount, and then debiting the asset 
account for the total cost of the replacing item. If the replaced part relates 
to a depreciable asset of an IGS, trust, or enterprise fund, the accumulated 
depreciation would have to be removed along with the cost of the 
replaced item. 

Reduction of cost 

Reductions in the cost of fixed assets may relate to the elimination of 
the total amount expended for a given item or items, or they may consist 
only of removing the cost applicable to a specific part. Thus, if an entire 
building were demolished, the total cost of the structure should be re- 
moved from the appropriate accounts; but if the separation applies only to 
a wing or some other definitely identifiable portion, the cost eliminated 
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should be the amount estimated as applying thereto. Reductions in the 
recorded cost of fixed assets may be brought about by sale, retirement 
from use because of total depreciation, destruction by fire or other 
casualty, replacement of a major part, theft or loss from some other cause, 
and possibly other changes. The cost of fixed assets held by one fund may 
sometimes be reduced by the transfer of a unit to another fund; for the 
governmental unit, however, this does not constitute a reduction but 
merely a shift. 

Accounting for cost reductions consisting of entire units is a relatively 
simple matter if adequate records have been kept. Entries must be made in 
both controlling accounts and subsidiary ledger records to show the fact 
of the reduction. If a separate subsidiary ledger record is kept for the unit 
in question, that record should be removed from the ledger and stored in a 
file with other similar inactive records. If the reduction is only partial, the 
cost as shown by the subsidiary record must be modified to reflect the 
change, with a complete description of what brought about the change. If 
the reduction applies to a nondepreciable fixed asset, such as land, or a 
depreciable fixed asset for which depreciation is not formally recorded in 
the general ledger, the removal will be accomplished by crediting the 
ledger account recording its cost. If the fund recording the reduction 
receives cash or other assets for the asset being disposed of, an appropriate 
account must be debited. Any difference between the cost of the asset 
disposed of and the asset or assets received will be debited or credited to 
some equity account. To illustrate, if an enterprise fund donates land 
carried at $10,000 to a park fund, the following entry on the enterprise 
books would serve to record the transaction: 

Retained Earnings 10,000 

Land 10,000 

According to the present position of the National Committee on Govern- 
mental Accounting, the Retained Earnings account should be debited in 
the above entry even though the land was acquired as part of the original 
contribution to establish the fund. 

If a trust fund sold, for cash of $9,000, land that cost $7,500 or had been 
appraised at that figure, the entry required would be as follows: 


Cash 9,000 

Land 7,500 

Trust Fund Balance 1,500 


It is possible that circumstances may require the gain to be classified as 
income, in which case it might be described as Gain from Sale of Land. 

Recording the removal of fixed assets from funds that formally record 
depreciation is likely to be somewhat more complicated. If the asset has 
been fully depreciated, disposal without remuneration in any form could 
be accomplished by the following entry, assuming the item to be machin- 
ery: 
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Allowance for Depreciation — Machinery' 14,000 

Machinery 14,000 


If the asset was still in service and the record of depreciation had not been 
brought up to date at the time of disposal, the following preliminary entry 
would be required: 


Depreciation of Machinery 200 

Allowance for Depreciation — Machinery 200 


The amount of the depreciation entry would depend upon the governing 
rate and the time since the last previous adjustment. 

Assuming the amount of $12,500 of recorded depreciation on a $13,000 
machine, and sale for $900 cash, the entry would be as follows: 


Cash 900 

Allowance for Depreciation — Machinery 12,500 

Machinery 13,000 

Fund Balance 400 


Actually, the $400 differential would be credited to the account title 
prescribed for it by the manual or other procedures regulating accounting 
for the fund to which the transaction applies. Consummation of the 
transaction at a loss would be accounted for in a similar manner, except 
that a reduction in fund equity must be recognized. 

Partial reduction of the cost of fixed assets involves no principles 
outside of those explained above, but it does present a problem of applica- 
tion. This consists of the necessity of ascertaining or estimating the cost of 
the part being separated, determining the accumulated depreciation on the 
part and possibly bringing it up to date, and, finally, identifying and 
measuring the net worth equity in the part. The greatest problem is 
deciding upon the portion of total cost to be allocated to the part 
removed; apportioning the allowance and the fund equity would be a 
matter of arithmetical proportion, based upon the ratio of the cost of the 
part to the cost of the whole. For example, if one fourth of the fixed asset 
cost is disposed of, then one fourth of the allowance for depreciation 
should be written off. 

Governments frequently trade fixed assets on new items. In the general 
fixed asset accounts the total cost of the old item should be removed and 
the total cost (not merely the cash payment) of the new one set up. In 
self-supporting funds the difference between book value of the old asset 
and the amount allowed on it for exchange should be set up as gain or loss 
on the transaction. 

General fixed assets 

As may have been observed from the foregoing discussion, accounting 
for fixed assets owned by governmental funds which are required to 
account formally for depreciation bears a close similarity to comparable 
procedures in commercial accounting, the major difference being techni- 
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calities due ro the influence of federal income taxation upon the latter. 
Accounting for general fixed assets, on the other hand, is an art peculiar to 
government. General fixed assets may be thought of as those not used 
exclusively in the operations of any one fund nor belonging to any one 
fund, in contrast with those of intragovemmental service, trust, and 
enterprise funds. They include courthouses and city halls, public build- 
ings generally, the land on which they are situated, highways, streets, 
sidewalks, a considerable amount of equipment, and others. Formerly, 
general fixed assets and general fixed liabilities were sometimes merged in a 
group under the heading of “capital fund” or “general property fund,” 
but this practice is not currently recommended. A substitute arrangement, 
described in Chapter 14, avoids any implication of interdependence be- 
tween the two groups. No “surplus” or “net worth” is shown. It repre- 
sents an idea rather than a practice. 

General fixed assets should be recorded in a self-balancing group of 
accounts which has received the name, General Fixed Assets Group. The 
group should not be referred to as a “fund,” since it does not comply with 
the fund concept as an amount of resources for carrying out specific 
objectives. Balance in the group is provided by the various asset accounts 
with their debit balances, offset by equity accounts with credit balances 
which show by their several titles the sources from which the assets were 
derived. A so-called “balance sheet” for general fixed assets might appear 
as shown in Illustration 13-1. Asset titles included in this statement are 
names of groups, and may be modified as desired to present the in- 
formation in the form deemed most effective. An occasional govern- 
mental unit desires to account for all its fixed assets, regardless of use, in 
one group. Fixed assets of enterprise funds and intragovemmental sendee 
funds are reported in the same statement with the conventional general 
fixed assets. This necessitates inclusion of appropriate depreciation allow- 
ances with the fixed assets of the enterprise and intragovemmental sendees 
funds. Reporting all fixed assets owned by a governmental unit in a single 
statement is not widely practiced. 

General fixed asset accounting 

One noteworthy feature of general fixed asset accounting is the absence 
of formal entries for depreciation. Detailed subsidiary ledger accounts for 
depreciable fixed assets may carry memorandum entries for depreciation, 
but these are not recorded by formal debits and credits. Four reasons may 
be cited for this policy, as follows: 

1. General fixed assets of a government are not used for credit security 
purposes. For that reason, litde interest attaches to their depreciated value. 

2. No attempt is made to determine the consolidated net income or net loss 
of a governmental unit as a whole; so nothing would be gained by the formal 
recording of depreciation. 

3. Depreciation accounting in commercial practice assists in preventing the 



13 — Fixed assets 393 


impairment of capital through depreciation of the asset without provision for 
replacement. To accomplish this in governmental practice (except for self-sup- 
porting enterprise funds) would require building up an aggregate of cash or 
other readily convertible assets for replacement. A given generation of tax- 
payers might thus be paying for assets currently in use, through special assess- 
ments or taxes for debt service, and at the same time paying for similar assets 
to be used by future generations. 

4. If depreciation charges cannot be covered by cash revenues, the charges 
could not be included in the annual budget because of the necessity of match- 
ing estimated expenditures and estimated revenue. Therefore, depreciation 
could not be charged as an expenditure because it would be outside the budget. 


Illustration 13-1 


TOWN OF CLARENDON 


Statement of General Fixed Assets 
September 30, 1969 

Assets 

Land 

Buildings 

Improvements other than buildings 

Equipment 

Construction work in progress 

Total General Fixed Assets 

Investment in General Fixed Assets* 


General fund 

Special revenue funds 

Bond funds** 

Capital projects funds: 

General fund S 34,000 

General obligation bonds 102,000 

Federal grants 73,000 

Special assessment funds: 

Assessment against property owners 5221,000 

City’s share of cost 46,000 

Contributions — individuals 

Unknown 


Total Investment in General Fixed Assets 


S 89,000 

1.713.000 

1.443.000 

511.000 

186.000 
$3,942,000 


S 738,000 
539,000 
2,066,000 


209,000 


267,000 

59.000 

64.000 
S 3,942,000 


* If sources of some fixed assets are not obtainable, this section may be divided into two subsections: 
“Investment in general fixed assets acquired after (a certain date)/’ and “Investment in general fixed 
assets acquired prior to (a certain date)/’ Details under the first subsection may be shown as above, with 
some such caption as “Sources unknown” under the latter. Another possibility for dealing with the latter 
group is to merely* list them as “Unknown,” as is done here. 

•• Prior to introduction of thecapital projects fund concept, bond issues for construction or purchase 
of general fixed assets were accounted for in bond funds. Large amounts of general fixed assets financed 
by bond funds are still in service. 


The foregoing statements appear to represent the current consensus as 
to the formal recording of depreciation on general fixed assets, but some 
accountants contend it can and should be done. 3 

3 David Green, Jr., “Depreciation of General Fixed Assets in Governmental 
Accounts,” Municipal Finance, Vol. XXXIV, No. 4 (May, 1962), pp. 152-68. 
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Accession of an item by the general fixed assets group requires a debit 
to the appropriate general ledger asset account and a credit to an equity 
account indicating the source from which provided. Thus, if office equip- 
ment were purchased for the treasurer’s office from general fund re- 
sources, the general fixed assets entry would be as follows: 


Frpiipmcnt 4 JO 

Investment in General Fixed Assets — General Fund 450 


Although purchased for the immediate use of one department, the equip- 
ment belongs to the general government and could, if desired, be trans- 
ferred to other use. Oti the general fund books the foregoing transaction 
would appear as an appropriation expenditure, which would be recorded 
as follows, passing over reversal of rhe encumbrance: 


Expenditures 4S0 

Vouchers Payable 450 


In detailed accounts of the general fund the transaction would appear as a 
reduction of the amount appropriated for the treasurer’s office. 

General fixed assets purchased by a capital projects fund would 
be recorded in the same manner as if acquired from the general fund, the 
difference in entries being that the credit will show a capital projects 
fund as the source. It is conceivable that two or more funds might 
contribute to rite total cost of a general fixed asset. This situation would 
interpose no special problem but would merely require that the credit 
clearly reveal the amount of cost contributed by each source. 

General fixed assets constructed by a capital projects fund will be 
accounted for in the general fixed assets group in the same manner as 
though purchased, if construction is initiated and completed in the same 
fiscal period. But if two or more periods arc involved, additional steps arc 
necessary. Assuming that capital expenditures of $250,000 (federal grant) 
were made on an unfinished building project during a given year, the 
information would be taken up in general fixed assets by the following 
entry: 


Construction Work in Progress — Huildings 250,000 

Investment in General Fixeil Assets — Capital Projects 
Fund — Federal Grant 250,000 


It will be recalled from Chapter 4, on capital projects funds, that the 
correlative capital projects fund entry for the above would have been a 
closing of the Expenditures and Encumbrances accounts into Fund Bal- 
ance. Following through from the foregoing entry, let it be assumed that 
the completion of construction in the next year entailed additional ex- 
penditures of $75,000 (provided by a federal grant), which would have 
been accounted for by the capital projects fund in the normal manner. 
The additional expenditure would be recorded in the General Fixed 
Assets ledger as parr of the cost of a completed project; and the pre- 
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viously suspended cost would be converted from its temporary account to 
the permanent one, as illustrated in the following compound entry: 

Buildings 325,000 

Construction Work in Progress — Buildings 250,000 

Investment in Fixed Assets — Capital Projects Fund — 

Federal Grant 75,000 

The contribution of the capital projects fund would now appear in the 
general fixed assets group as follows: Buildings, $325,000; Investment in 
General Fixed Assets — Capital Projects Fund — Federal Grant, $325,000. 

Fixed assets acquired through a special assessment fund should be 
accounted for in the manner outlined for recording those provided 
through capital projects fund construction. Some technical difficulty 
might be experienced in exact apportionment of cost between property 
owners and the governmental unit. The amount expended is likely not to 
be the exact amount levied. In view of the fact that some authorities even 
question the propriety of capitalizing the property owners’ contribution 
and that the whole group of accounts is more or less of a memorandum 
nature, it would seem that a careful approximation of the amount supplied 
by each party (property owners and governmental unit) would be ac- 
ceptable. 

Fixed assets contributed to the general group by a self-supporting fund 
bring a minor question. If the asset is of depreciable nature, at what figure 
should it be recorded in the accounts of the transferee — book value as 
shown by the transferor or original cost? The answer seems to be book 
value, because that is the fairest measure of the contributor’s sacrifice. In 
the event appraised value is greatly below unamortized cost, perhaps that 
value should be used. Assuming that a building that had cost $29,000, now 
$12,000 depreciated, is permanently surrendered to the general govern- 
ment, the following entry would be made in the general fixed asset 
accounts: 

Buildings 17,000 

Investment in General Fixed Assets — Electric Utility Fund. . . 17,000 

The utility’s accounting treatment of this transaction was discussed in a 
previous section on reduction of costs. 

Assets received from private sources may be taken up at the carrying 
value of the previous owner as a fair measure of value; or, if deemed 
advisable, they may be appraised on the basis of present value. These bases 
of valuation appear to be sounder than a nominal valuation of $1, because 
they give at least an approximation of values employed for public pur- 
poses. 

Disposal of general fixed assets 

Disposal of fixed assets involves no accounting problem if no cash or 
other extraneous assets are involved in the liquidation. The requirement is 
elimination of the asset and reduction of the equity account which re- 
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cords its source. Assuming that a building that cost S50,000, provided by a 
capital projects fund, is retired without revenue or expense to the govern- 
mental unit, the following entry would suffice: 

Investment in General Fixed Assets — Capital Projects Fund — 

Federal Grant 50,000 

Buildings 50,000 

The subsidiarv record or account for the building should receive appro- 
priate notations about the transaction and thereafter be transferred to an 
inactive file. 

Although cash is disbursed or received in connection with the disposal 
of general fixed assets, that fact would have no bearing on the entry to be 
made in that group of accounts. Cash disbursements in connection with 
the removal of an item from the general fixed assets group should appear 
among the transactions of the disbursing fund and classified according to 
the nature of the charge. Assuming that the general fund pays $300 for 
the demolition of the building, an entry in the following form should be 
made on its books: 


Expenditures 500 

Vouchers Payable (or Cash) 300 


If cash arises from the disposal of a general fixed asset, some question may 
arise as to its disposition. Theoretically, it should be directed to the fund 
that provided the asset; but this may not always be possible. If the asset 
was provided bv a capital projects fund, the contributing fund may have 
been liquidated before the sale occurs. Unless prescribed by law, disposi- 
tion of the results of sale will be handled as directed by the trustees or 
other legislative body having jurisdiction over the asset and will be 
accounted for in the manner required by the accounting system of the 
recipient fund. The credit may be to Fund Balance, to Miscellaneous 
Revenue if the fund has such a title, or to such other account as appears 
best to describe the receipt. 

Detailed property accounts 

Governmental organizations should keep both general and subsidiary 
records for fixed assets owned. General records consist primarily of 
general ledger accounts operated for control over groups of subsidiary 
records. Subsidiarv records consist of the detailed records which arc kept 
for individual items of fixed assets. 

One or more of a number of purposes are served by the use of adequate 
fixed propertv records. The most important of these purposes arc as 
follows: 

1. As suggested elsewhere, fixed property records, properly kept, furnish 
information about the investment that taxpayers and others in the past have 
made for the benefit of future citizens and other users of government property, 
in contrast with expenditures for current purposes. 
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2. They provide a basis for adequate insurance coverage on insurable fixed 
assets. Although cost is not the major determinant of insurable value, it would 
be given consideration. 

3. Properly kept records, providing for information on care and mainte- 
nance, assist in the budgeting of such costs and perhaps in singling out items 
on which current expenditures are abnormally high or possibly some that 
require minimum outlays for upkeep and maintenance. 

4. They assist in fixing accountability for the custody of individual items 
and in determining who is responsible for seeing that care and maintenance 
requirements receive the attention to which they are entitled. 

5. Since capital budgets are best developed on a long-term basis, reliable 
information about fixed assets now owned should be of material assistance in 
approximating future requirements. 

6. Complete fixed assets records are indispensable for self-supporting funds 
as a basis for computing depreciation. For utility funds, they are absolutely 
essential in establishing the base that should be used in fixing charges for 
service or in judging the reasonableness of rate schedules already in effect. 

The main classifications of fixed assets have been stated previously. To 
reiterate another previous statement, the names of these classifications may 


Illustration 13-2 


TOWN OF DENTON 
EQUIPMENT LEDGER* 


Description TfiacXoti . 

Manufacturer J. I ♦ Ccl&p £ Co. 


Manufacturer's Serial No. 3796465 
Date of Purchase June. 20, 1969 

Cost Total $ 2.476 

Invoice Price $ Samp. 

Installation $ u ov ,p 

Estimated Life (Years)_J 

Annual Depreciation $ 252.00 _ 

Location 


Property Code No._ 


Model 4 f/B 

Reference 1969, p. 34 

Fund Gene/uiZ. 

Freight $ Wone 

Other $ 40.00, painting 

Estimated Salvage Value $ 500.00 


Disposal Approved by 

Reason ~ 

How Disposed of (Sold, Scrapped, etc.)_ 
Age at Date of Disposal 


DISPOSAL 

Reference^ 

. Date 


Amount Realized. 



. * If « s ' d for 3 utility depreciable asset, this form should be modified to provide for entering periodic depre- 

ciation thereof and for adjustments of recorded depreciation, if any need to be made. 
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Illustration 13-3 


TOWN OF DENTON 
LAND LEDGER 

Property Code No. L-34 

Location of Property 309 U* Tlu/td 

Legal Description hu.nXAJiQton. 1 & KdUXixsw 

Dimensions - SO* x 200' Area 12+000 iQ . f~t. 

How Acquired Version Fund _ Hone 

Date Acquired Aaq. 6 , 1 959 Reference JciL'irJlt, 1959, p. 71 

Original Cost or Appraised Value S 7.000 Use of Property PccAcutiow 

Appraised b y R» IllZZi & Co, 

Additional Cosh 

Amount Reference Description 

S 25 ULR. , p. 91 txonirjitUfn of, tittz 

190 tf.R., p. 93 Cte&Una 


Deed: 

Kind QuX. _c£&ir> Date 6 t 1 959 Where Recorded flegrf Rccotrf 9 6 f p. 7 

Abstract of Title (by Whom): Monroe. Countv Abi&iacjt Co. 

Date 21, 7959 V/here Filed Sale, Tcu>i T^&tia^eV £ 0Hic.p. 

Disposal Record: 

Date of Disposal 

Manner of Disposal 

Amount Received S _ _ 

Remarks Vorjitcd bit Allied Hunting ton 


be used as general ledger account titles; or more specific account titles 
may be used, with a code to designate the general classification to which 
the account belongs. 

Subsidiary ledger accounts for fixed assets may be kept on specially 
designed sheets of a loose-leaf ledger or on specially designed cards. 
Governmental units with large quantities of fixed assets are making in- 
creased use of cards designed for automatic recording and tabulating of 
information. Whatever the form of the subsidiary record, it should pro- 
vide for showing, among other things, a complete description of the asset, 
including the formal title and the serial number or other objective infor- 
mation for positive identification of the asset; complete data on increases 
and decreases of cost, including amounts, dates, and sources from which 
posted; and provision for memorandum entries related to depreciation, 
repairs, and maintenance. (See Illustrations 13-2 and 13-3.) 

Classification of subsidiary accounts 

An important advantage of keeping general fixed asset accounts in a 
flexible ledger is the ease of shifting items from one group to another. 
This is important because accountability and responsibility for general 
fixed assets may be indicated by a significant grouping of the accounts. 
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Thus, ledger accounts for all property in the custody of a given depart- 
ment may be grouped together in the ledger. Within the departmental 
group, cards or accounts will be organized according to the standard 
groups of Land, Buildings, Improvements Other than Buildings, and Ma- 
chinery and Equipment (or Equipment), or other general ledger titles. If 
subdivisions are recognized under the three main classes, such as different 
subclasses of Machinery and Equipment (or Equipment), subsidiary" ac- 
counts may be so grouped. 

In order to assure accurate records of accountability and responsibility 
for property, standard forms should be utilized for recording transfers. 
Such forms should provide for a complete description of the property 
transferred; the names of the transferor and the transferee; financial data, 
including cost and accumulated depreciation (for assets transferred from 
self-supporting funds) ; and blanks for the necessary authentication of the 
transfer. The transfer document should be prepared in at least three 
copies: one for the accounting office, one for the transferor department, 
and one for the transferee. The accounting department copy provides the 
basis for taking a subsidiary account from the section for one department 
and putting it in the section for the other department, thus effecting a 
change in the record of responsibility". The transferor’s copy is his receipt 
to show he should no longer be charged. The transferee’s copy serves as 
his inventor}" record. If desired, the transfer form may be used to record 
abandonment, retirement, or other permanent reduction in fixed assets; or 
if preferred, a special form may be devised for this purpose. 

Inventories of fixed assets 

At least annually, all fixed property" should be inventoried. This checks 
against losses not previously revealed and brings to light errors in records 
of accountability", that is, having one department charged with an item 
that is actually in the custody of another. Furthermore, a systematic 
physical inventor}" of fixed assets gives an opportunity" for surveying their 
physical condition, with respect to their need for repairs, maintenance, or 
replacement. Property" inventories need not be taken simultaneously in all 
departments but may be spread over a period of time, with due considera- 
tion for departmental or other transfers or changes during the period. As 
suggested elsewhere, government fixed assets, especially those that are 
movable, should be marked by a numerical or other form of code so that 
each item may be positively identified. The marking may be accomplished 
by the use of labels or tags, by the use of indelible ink, by stamping, or by 
other methods giving permanency". To save time in locating markings, 
rules should be established and observed concerning the exact points 
where they will be affixed on different types of equipment. Assets that 
cannot be located after diligent search should be written off in some 
prescribed manner, which should include approval by responsible persons. 

Property inventories may follow the general plan pursued in checking 
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mercantile and manufacturing inventories, with considerably less detail 
than in the latter types. Provisions should be made for accurate descrip- 
tion of the items listed and for showing the departments or units charged 
for each group of assets. (See Illustration 13-4.) 

Illustration 13-4 


TOWN OF DENTON- 

FIXED ASSET INVENTORY 

Sheet No. T 

Taken by W* K&Vi No. of Sheets 1 

Class of Property F uAniJu.1t 

Department TftCOAuA&t'A Office. 

Dote Pecer&c. t 29. 1969 

Description 

Manufac- 

turer's 

No. 

Serial No. 

No. of 
Units 

Unit 

Cost 

Total 

Tobies, wooden 

Desk, wooden 

Chairs, wooden, office 

Chairs, metal, swivel 

Note: One wooden chair charged 
to this office coaid not be located. 

None 

M 

T 7-1 1 

T 12 

T 1-4 

T 13 

5 

1 

£ 

1 

S 46 

195 

15 

41 

$230 

195 

90 

41 


Statements of fixed assets 

Statements of fixed assets serve primarily to answer three questions: 

1. What is the cost of the fixed assets in use; and, for self-supporting funds, 
what is the amount of depreciation and their present book value? 

2. Who is using them, and for what are they being used? 

3. What changes have occurred during the year? 

For IGS and such trust funds as own fixed assets the answer to the second 
question is self-evident; and the answer to the first question is pretty well 
furnished by the balances of the general ledger accounts, because funds of 
these types do not ordinarily possess large quantities of fixed assets. For 
the third question, comparative balance sheets for intragovernmenta] serv- 
ice and trust funds would provide about all the answer necessary in their 
cases. Enterprise funds usually own substantial amounts of fixed assets, 
which arc used for a number of different purposes in performing their 
service; therefore, a detailed statement of enterprise fixed assets may he 
desirable. 

For general fixed assets the basic exhibit is the statement of general 
fixed assets or, as it is sometimes captioned, the general fixed assets balance 
sheet. Its special contribution is to show the total cost of assets of rhe 
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various groups in use by the general government and the sources from 
which they were derived. This statement is shown in Illustration 1 3-1 and 
will not be repeated at this point. 

The purposes for which, and by whom, fixed assets were being used at 
a given date, ordinarily the end of a fiscal period, arc set forth in a 
statement of general fixed assets classified by functions and activities (sec 
Illustration 13-5). Activities may be correlated with departments to show 

Illustration 13-5 
VILLAGE OF LEBANON* 

Statement of General Fixed Assets* by Function and Activity 


Functions and Activities 

June 30, 1969 

Combined 

Land 

Improvements 
Other than 
Buildings 

Equipment 

General government 

S 40.000 



S 40,000 

Public safety: 

Police protection 

S 90,000 

$ 5,000 

S 40,000 

S 45,000 

Fire fighting 

355.000 

1 5,000 

80,000 

260.000 

Protective inspection 

10,000 



10,000 

Other inspection 

2,000 



2,000 

Total Public Safety 

S 457,000 

S 20,000 

S 120,000 

S 3 1 7,000 

Highways 

S 505,000 

S 15,000 

S 70,000 

S 420.000 

Other functions 

S2.000.000 

SI 60,000 

S 1,100.000 

S 740,000 

Total Allocated to Functions 

S 3,002,000 

5195,000 

S 1,290,000 

SI. 5 17.000 

Construction work in progress 
Total General Fixed Assets 

200,000 

S 3.202.000 





* To conserve space, “Buildings” has been intentionally omitted- 


by whom the property is being used. Illustration 13-5 follows the form 
approved by the National Committee on Governmental Accounting. Ex- 
amination of this form will reveal that a high degree of departmental- 
ization would be necessary before such a statement could be prepared on 
an accurate basis. However, modifications may be made to fit individual 
situations. For economy of space, only one function, public safety, has 
been detailed by activity 7 . Group totals and the grand total in Illustration 
13-5 should correlate with their respective amounts in the statement of 
general fixed assets for the same date. 

Another statement which should be of interest to taxpayers and citizens 
generally 7 is one that shows changes in general fixed assets during a period 
of time (see Illustration 13-6). The value of this statement is that it not 
only 7 accounts sy 7 stematically 7 for changes between one date and another, 
but it also shows the extent to which responsible officials are investing for 
future requirements, in contrast to spending primarily 7 for current re- 
quirements. In addition, the statement of changes serves as a reconcile- 
ment or transition between statements of general fixed assets for the ends 
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Illustration 13-6 
TOWN OF SPRINGVILLE 

Statement of Changes in General Fixed Assets* by Source and Cause 
Year Ended September 30, 1969 


Description 

Combined 

Buildings 

Improve- 
ments 
Other than 
Buildings 

Equipment 

Con- 
struction 
Work in 
Progress 


$2,510,000 

$285,000 

$ 703,000 

$1,405,000 

$117,000 


Additions: 

Expenditures from 

capital projects 
funds: 

General obligation 
bonds : 

Completed proj- 
ects 

$ 417,000 

$ 21,000 

$ 396,000 



Uncompleted proj- 
ects 

72,000 


$ 72,000 

Expenditures from spe- 
cial assessment 
funds: 

Completed projects . 

Uncompleted proj- 
ects 

218,000 

51.000 

65.000 

109,000 


218,000 


51,000 

Expenditures from gen- 
eral fund 

Expenditures from spe- 
cial revenue 
funds 

7,000 

39,000 

$ 65,000 

63,000 

Gifts 

98,000 

98,000 






Total additions. . . 

$1,030,000 

$126,000 

$ 653,000 

S 128,000 

$123,000 

Beginning totals and 

additions 

$3,540,000 

$411,000 

$1,356,000 

$1,53 3,000 

$240,000 



Deductions: 

Sales or trades 

$ 11,000 

i 

, 

$ 11,000 


Loss by fire and other 
casualties 

212,000 

$180,000 




Assets worn out 

7,000 

57.000 

41.000 

$ 5,000 



Uncompleted work of 
prior period 
completed: 

Capital projects fund. 

Special assessment 
funds 


$ 57,000 

41,000 






Total deductions . . 

$ 328,000 

$180,000 

$ 5,000 

$ 45,000 

$ 98,000 

Ending Totals 

$3,212,000 

$251,000 

$1,351,000 

$1,488,000 

$142,000 


• To conserve space, “Land” has been omitted from the above illustration. 
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of consecutive years. From Illustration 13-6, which follows suggestions of 
the National Committee on Governmental Accounting, it will be noted 
that the methods of financing additional investments in fixed assets arc set 
forth in detail, which is equally as important as the amounts of the 
changes. If desired, the statement of changes in general fixed assets might 
be expanded and amplified to analyze changes by functions and activities; 
but on account of its great amount of detail and its probable restricted use, 
such an expansion of the statement will not be illustrated here. Other 
kinds of statements relating to fixed assets may be found in published 
governmental reports. 
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QUESTIONS 

1. A governmental unit of considerable size has no organized record of fixed 
property but proposes to establish one. What would you say would be the 
first major step in effectuating the proposal? 

2. It is said in this chapter that the cost of fixed assets is a fact of some impor- 
tance but not a preponderant one in determining the adequacy of insurance 
coverage. What is the full meaning of the foregoing statement? 

3. One of the common objections to recording depreciation of governmental 
fixed assets is that the depreciation charge could not be fitted into the 
budget, since no cash or other asset is disbursed. Can you think of any 
way of overcoming or disproving that objection? 

4. If one article of equipment is traded on another of the same kind and a 
trade-in allowance is received for the replaced article, which of the two 
methods listed below should be employed for changing the asset account? 

a) Debit or credit the asset account, as required, for difference in cost of 
the two articles. 

b ) Remove the total cost of the replaced article, and add the total cost 
of the new one. 

Since both methods would give the same final balance in the asset ac- 
count, give a reason for your choice. 

5. If cash is received upon disposal of a fixed asset, what difficulty may at- 
tend the effort to reimburse the fund or other source which supplied the 
fixed asset? Explain. 

6. A governmental unit showed for its fixed assets a relatively larger invest- 
ment from current revenues than another which showed more from bond 
issues. Is the difference important? Why? 

7. In taking an annual physical inventory of fixed property, the inventory 
taker was unable to locate a typewriter charged to the custody of a certain 
department head. He was informed that the machine was out of office for 
repair. Should the inventor) 7 taker report the unit as verified, or should 
some other action be taken? 

8. Below arc stated several transactions related to fixed property of a govern- 
mental unit. Which should be debited to fixed asset accounts? 

j) Contract price of land. 

b) Contract price of new building. 

c) Cost of demolishing and removing an old building from the site of the new. 

d) Cost of land title abstract. 

e ) Six months’ interest on money borrowed for purchase of a new building. 
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/) Mowing grass and weeds, and other care and maintenance activities for land, 
g) Freight on equipment purchased. 

//) Cost of assembling and testing a piece of complicated machinery. 

i) Cost of securing an casement for right of way over an adjoining property. 

j) Cost of a set of building plans which were not the ones followed in construction of 
the building. 

k) Cost of renovating and conditioning an old building purchased, before putting it 
into service. 

F) An expenditure of $7.50 for land drainage. 
m) A utility’s share of the special assessment for a new street adjoining the utility 
property. 

v) A share of the utility superintendent’s salary, based upon actual time he spent in 
supervising construction of a new plant. 

6) Unpaid taxes assumed by a government unit in acquisition of property from private 
sources. 

p ) Cost of periodic redecoration of office quarters. 

9. To avoid unusually heavy expenditures in some fiscal periods, capital budg- 
ets ordinarily cover a period of several years, possibly 5 or 10. What is the 
significance of fixed asset records in connection with such a budget? 

10. If a governmental unit acquires title to real estate by donation and records 
the property on the basis of present appraised value, the legal expenses of 
establishing title may not be capitalized, but the costs of remodeling or 
rehabilitation may be added. Explain the difference. 

11. If a governmental unit obtains an abstract for a parcel of land acquired, 
does that indicate that it has acquired a good title to the land? Explain 
your answers. 

PROBLEMS 

1. Below are described a number of transactions, each of which had an effect 
on a general fixed assets group of accounts. You are required to make an 
entry or entries for each transaction as it should have been recorded in the 
general fixed assets group of accounts. Explanations are not required. 

(1) During the year a capital projects fund completed a building project which had been 
initiated in the preceding year. The total cost of the project was $4,690,000, of 
which $2,580,000 had been spent or encumbered in the preceding year. Current year 
expenditures on the project, not encumbered in the prior year, were reported to have 
consisted of $1,500,000 from a federal grant, with the balance coming from proceeds 
of a general obligation bond issue. 

(2) All properties of the city library are accounted for as general fixed assets, and during 
the year the library purchased books at a total net cost of $25,000. The purchases 
were financed by money provided by a special revenue fund. 

(3) A manually operated typewriter was traded on an electrically operated machine 
with a cash payment of $ 3 1 5. Price of the new machine to governmental bodies was 
$350. The manual machine had been purchased from general fund revenue for $145. 
Cash for the new machine was furnished by a special revenue fund. 

(4) A piece of heavy equipment was purchased by the street fund. Catalog price of the 
equipment was $6,000 with trade discounts of 10 and 5 percent. Terms of payment 
quoted by the manufacturer were 2/10, n/ 30. Payment for the equipment was made 
within the cash discount period. 

(5) A tract of land and a building located upon it were on the required right-of-way of an 
interstate highway and were sold to the state for $10,600. Cost of the building when 
erected was $9,800 and the estimated cost of the land was SI, 300, both purchased 
from general fund revenue. 

(6) A subdivision annexed by the city contained privately financed streets and sidewalks 
and a system of sewers. The best available information showed a cost of $120,000 
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for the sewer systems nnci SI 55,000 for the streets and sidewalks, of which S 1 2,500 
was estimated cost of the land. Both types of improvements were provided by the 
developers. 

(7) A contract was let for remodeling of the interior of the city hall at a price of $21,650. 
52,770 of this amount was classified as maintenance rather than improvement. In the 
remodeling process, walls, partitions, floors, etc., which were estimated to have cost 
$6,580 were removed and replaced. Cost of the total operation was provided by the 
general fund. The building had been built from proceeds of a bond fund. 

You are required to make journal entries, without explanation, for the fore- 
going transactions. For those transactions which represented both an increase 
and decrease of general fixed assets and investment, it is recommended that 
for sake of uniformity the two kinds of changes be recorded in separate 
entries. 

2. Below are stared a number of transactions related to general fixed assets, 
and to other accounts as well, of an imaginary governmental unit. Record 
each transaction in all the groups and funds affected, unless otherwise di- 
rected. Indicate clearly the fund or group to which each entry pertains. 
Omit explanations. Also omit general long-term debt entry for (3). 

(1) During the year expenditures of a capital projects fund totaled $2,360,000 on a build- 
ing project not completed at the end of the year, and that amount was closed to Fund 
Balance at the end of the year. Of the expenditures, $1,004,000 was financed from 
proceeds of a general bond issue in the preceding year, and the balance came from a 
federal grant received in the current year. Make end of year entries, only. 

(2) Valuable books and documents appraised at $14,300 were received by the public 
library, from an individual. The library does not maintain its own accounting record 
of books, pictures, equipment, etc. 

(3) An issue of $300,000 general obligation bonds was authorized for a capital projects 
fund during the year and was sold at par. Omit the general long-term debt and 
interest group entries. A building was purchased from the proceeds during the year 
at a total cost of $298,000 and the $2,000 balance in the capital projects fund was 
transferred to the debt service fund to be applied to retirement of the bonds. In the 
capital projects fund omit the encumbrance entries and the closing entry’. 

(4) A building which had been acquired at a cost of $7,500 and equipment of which the 
total cost was $ 1 2,000 were disposed of during the year. Both had been purchased by 
special revenue funds. $50 cash was paid by the general fund for demolition and 
removal of the building, and it received $3 50 from disposal of the equipment. 

(5) An addition to the city hall, to be used partly by the water fund, was erected at a 
total cost of $12,700, financed equally by the water fund* and the general fund. 

(6) A special assessment fund sewer project was completed at a total cost of $730,000, 
of which $290,000 had been fully recorded in the preceding year. Of the amount 
spent in the current year S 300,000 was from a federal grant, $120,000 was supplied 
by property owners, and the balance was the city’s share of the cost. (Record closing 
out of the special assessment fund expenditures for the year and make necessary 
entries in the general fixed assets group. Omit other special assessment fund entries.) 

(7) A special assessment fund which had taken title to a parcel of land for nonpayment 
of assessments transferred the land to the city government. Charges against the 
property when it had been taken by the city consisted of $120 delinquent assess- 
ments for construction, $310 delinquent assessments for bond payments, $10 for 
construction cash used in connection with the foreclosure and sale, and $20 interest 
receivable at the time the lien was foreclosed. At the date of transfer the land was 
appraised at $115. 


* Miscellaneous Revenue Deductions is the title prescribed by leading utility regu- 
latory commissions to record donations made by a utility. NCGA recommends Re- 
tained Earnings. 
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(S) The municipal electric fund donated to the city genera! government about one third 
of a parcel of land for which the utility had paid $ 30.000. At the date of acquisition 
by condemnation, the land was estimated to have a present value of $Z 1.000. Since 
the land was nondepreciable, none of the premium paid for it had been amortized. 
(See footnote to transaction 5.) 

Early in 1969, the town of Arcadia, founded in 1901, embarked upon a 
program of establishing a coordinated and continuing record of its general 
fixed assets, with major responsibilities assigned to its accounting and legal 
departments. Specifically, the two departments were directed to produce an 
inventors' of the town's general fixed assets at December 31, 1969, with a 
showing, insofar as possible, of the total amounts supplied by the various 
funds and other sources from which the fixed assets were obtained. For- 
tunately, a considerable portion of the general fixed assets had been acquired 
in rather recent years, after installation of a fairly complete accounting sys- 
tem. Ail available records for the prior period were scanned for expenditures 
of $50 or more, and these were listed and classified as to their capital or 
expense nature. 

By December 31, 1969, the following summary of information about 
general fixed assets had been developed for 1901 to 1969, inclusive: 


Objects of Expenditure or Gift Amount 


Land 5 56,000 

Buildings 2,837,000 

Improvements other than 

buildings 3,914,000 

Equipment 1,623,000 

Construction in progress 106,000 

Not definitely determinable. . . 61.000 

Total 58.597,000 


Sources of Acquisition Amount 

General fund 52,770.000 

Special revenue funds 399,000 

Bond funds 3,200.000 

Special assessment funds 130,000 

Federal grants 1,200,000 

State grants S02.000 

Contributions — individuals . . . 73.000 

Total 58.574.000 


Because of retirements, abandonments, destruction, and other forms of loss, 
properties supposed to have had the following total costs could not be 
located for inventor},': buildings, $416,000; improvements other than build- 
ings, $623,000; equipment, $311,000. However, assets of which no record was 
discovered were in possession of the city at the following appraised values 
as of December 31, 1969: land, $7,000; buildings, $22,000; equipment, $81,000. 

Of the sources of acquisition, mostly expenditures listed above, the 
following amounts could not be associated with any general fixed asset 
included in the December 31, 1969, inventor}': general fund, $821,000; special 
revenue funds, $76,000; bond funds, $513,000; state grants, $34,000; contribu- 
tions — individuals, $11,000. The special assessment fund investment could not 
be divided between property owners and town. 

From the foregoing collection of information you are required to prepare 
a statement (balance sheet) of general fixed assets for the town of Arcadia 
at December 31, 1969. Bear in mind that asset titles in your statement are 
names of controlling accounts which would be supported by subsidiarv 
ledgers of costs or appraised values which could be inventoried at the state- 
ment date. The statement should include costs or appraised value of in- 
ventoried assets and amounts of investment related to those assets. 
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4. The X State Highway Department maintains a record of general fixed assets 
in a “Capital Accounts” section of its trunk highway fund which also serves 
in the capacity of a general fund. The classification of kinds of general fixed 
assets in the department’s statement reflects the peculiar nature of a state 
highway department’s properties, and therefore does not follow the standard 
grouping recommended by the National Committee on Governmental Ac- 
counting. For June 30, 1968, the following information (rounded to tens of 
dollars) was given: 


Highways : 

Interstate S 363,120,170 

Primary 583,208,930 

Secondary 337,463,180 

Urban 107,837,160 

Total highways SI, 3 9 1,629,440 

Land : 

Building sites $ 871,260 

Advance acquisition for right-of-way 366,570 

Other 37,040 

Total land S 1,274,870 

Buildings $ 9,991,950 

Equipment 103,810* 

Aggregate deposits 481 ,620 

Construction work in progress 40,839,080 

Total General Fixed Assets $1,444.320,770 


* Docs not include maintenance and construction equipment, accounted for in an intra- 
govcrnmental service fund. 


Based upon a combination of estimates and verified outlays, the sources of 
the foregoing assets were as follows: Federal government, highway trust 
fund, $406,927,550; other, $78,451,630. State government, motor fuel tax 
fund, $763,102,260; general fund, $27,999,510. Local governments, special 
revenue funds, $41,832,280; general funds, $5,813,430; bond funds, $119,- 
810,250. Contributions — individuals and corporations, $383,860. (Amounts 
shown for local governments, individuals, and corporations largely consist 
of grants of right-of-way for original roads and expenditures for construc- 
tion on roads subsequently taken into state system.) 

During the fiscal year ended June 30, 1969, the following changes oc- 
curred: 

(1) Expenditures on highway construction for the year totaled $102,907,840, which 
came from the following sources in the amounts indicated: 


Highway trust fund $72,228,930 

State motor vehicle fuel tax fund 30 , 03 1,790 

State general fund 237,220 

Local governments — special revenue funds 388,090 

Contributions — individuals and corporations 21,810 


(2) Additional building sites were acquired during the year at a cost of $42,140 supplied 
by the state general fund, and other such land which had been furnished by the same 
source was disposed of in the amount (cost) of $12,980. 
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(3) Additional land was acquired for right-of-way purposes at a total cost of $932,010 
supplied by the motor vehicle fuel tax fund. Construction was begun on right-of- 
way land which had been acquired at a cost of $901,760, and land which had been 
acquired for right-of-way purposes at a cost of $12,160 was transferred to the 
“Other" classification. 

(4) Miscellaneous land which had been purchased from motor vehicle fuel taxes 
at a cost of $7,070 was sold for $8,340. 

(5) Building acquisitions during fiscal 1969 totaled $ 1 39,880, while buildings which had 
cost $2 1 ,090 were disposed of. All buildings of the highway department arc acquired 
from revenue supplied by the state general fund. 

(6) Gravel and sand deposits were acquired at a cost of $97,440 from motor vehicle 
fuel taxes. Aggregates estimated to have cost S90,010 were used during the year, of 
which amount $67,340 was for maintenance. All aggregates were purchased from 
motor vehicle fuel revenue. 

(7) Equipment which had cost $13,090 was disposed of during fiscal 1969, and new 
equipment was acquired at a cost of SI 8,460. All equipment acquisitions are from 
state general fund revenue. 

(8) Cost of construction completed during fiscal 1969 totaled $99,407,130, distributed 
as follows: 


Interstate 
Primary . 
Secondary' 
Urban 


S44,301,880 

28,588,730 

17,339,470 

9,177,050 


(9) Primary highways with an estimated cost of $4,414,330 were reclassified as urban 
during the y'ear; $1,3 17,040, reclassified as secondary; and $7,655,980 of secondary' 
were changed to primary. 

(10) County highway mileage to which engineers assigned an estimated cost of $563,120 
was taken into the secondary system. The estimated cost was arbitrarily split 
evenly between special revenue and bond funds. 


You are required to prepare a six-column worksheet with two columns for 
Balances, 6/30/68, two for 1969 Transactions, and two for Balances, 6/30/69. 
for “General fund,” under State government, provide four lines. For each 
of the following provide three lines: under Highways, “Secondary”; “Con- 
struction work in progress”; under State government, “Motor vehicle 
fuel tax.” For each of the following items provide two lines: under High- 
ways, “Primary*” and “Urban”; under Land, “Advance acquisition for 
right-of-way.” 


A statement of changes in general fixed assets of the Town of Clarksville 
for 1968 showed the following departmental balances for December 31: 


Clerk -treasurer S 4,800 

Fire department 463,170 

Health department 12,050 

Inspector of weights and measures 11,320 

Mayor's office 16,090 

Parks department 297,660 

Police department 155,140 

Public buildings (general government) 2,642,930 

Street department 388,720 

Town attorney 10,760 
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Cost 

Depreciation 


Cost 

Depreciation 


Zost to Date 


Apportionment of Improvements Other than Buildings to Sources 
Harbor Water General Bond Special 

M. and I. Utility Fund Funds* Assessment Toni 

$963,700 $10,447,100 $ 801,700 $42,440,500 $ 7,110,300 $61,763,300 

418,200 3,066,500 171,300 7,017,800 1,705,800 12,379,600 

S545.500 S 7,380,600 S 630,400 $35,422,700 $ 5,404,500 $49,383,700 

Apportionment of Equipment to Sources 

Special 

Revolving Harbor Water General Revenue 

and W/C M. and I. Utility Fund Funds Total 

$181,300 $ 2,653,900 $3,671,400 $ 2,099,000 $12,774,500 $21,380,100 

75,700 599,200 1,370,900 872,700 2,083,200 5,001,700 

$105,600 S 2,054,700 S2,300,500 S 1,226,300 $10,691,300 $16,378,400 

Apportionment of Construction in Progress — Buildings to Sources 
Water Capital 

Utility Project Total 

$834,900 $ 2,152,300 S2, 987, 200 


• Amounts expended before advent of capital projects funds. 


You are required to do the following things: 

a) From the original statement of June 30, 1969 and the supplementary 
information given above, prepare a statement of general fixed assets by 
eliminating the items which belong to revolving, working capital, and 
enterprise funds: the)’- are not general. This can be done by establishing 
T accounts for the information shown in the June 30 statement, and 
from those accounts eliminating amounts relating to the special funds. 
Thus, for revolving and working capital funds, $27,090 will be credited 
to Land, S261,300 to Buildings, and S 18 1,300 to Equipment; with debits 
of $118,600 to Allowance for Depreciation — Buildings, $75,700 to Allow- 
ance for Depreciation — Equipment, and $275,390 to Investment in Fixed 
Assets — Revolving and Working Capital Funds. When all special fund 
asset, depreciation, and investment amounts have been eliminated, pre- 
pare a statement of general fixed assets showing the book value of de- 
preciated assets, the cost of land and construction in progress, and 
the related investment in fixed asset accounts. 

b) After amounts pertaining to special funds ha\ r e been removed from all 
affected T accounts, make entries in the T accounts necessary to ad- 
just the accounts so a statement of general fixed assets can be prepared 
to show original cost or appraised x r alue of general fixed assets and the 
total amount of the cost or appraised value contributed by each source. 
For example, for general fund accounts, $1,639,400 should be debited to 
Allowance for Depreciation — Buildings, $171,300 to Allowance for 
Depreciation — Improvements Other than Buildings, $872,700 to Allow- 
ance for Depreciation — Equipment; and a credit to Investment in Gen- 
eral Fixed Assets — General Fund for the total depreciation reversed, 
$2,683,400. When all accumulated depreciation has been reversed, pre- 
pare a statement of general fixed assets showing original costs or ap- 
praised x-alucs and total amount prox'ided by each source. 
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7. Following the close of the town of Bcntonville’s fiscal year on April 30, 
1969, a member of the accounting staff was directed to assemble the necessary 
information and prepare a statement of changes in general fixed assets for 
the fiscal year ended on that date. From the town’s annual financial report 
for fiscal 1968, he ascertained that the following amounts of general fixed 
assets were owned at April 30, 1968: 


Land $ 136.970 

Buildings 1,761,520 

Improvements other than buildings 2,095,740 

Equipment 196,390 

Construction in progress 266,1 10 


A summary of changes during fiscal year 1969 contained the following 
information: 

(1) A building project underway at the end of fiscal 1969 was being financed by a gen- 
eral obligation bond issue of 5100,000 and a federal grant of $65,000, both accounted 
for through a capital projects fund. Of the federal authorization, $20,000 for plan- 
ning and engineering had been received and spent and S42,000 of bond proceeds had 
been expended. Of the $42,000, purchase of land took $15,000. 

(2) Records of bond funds established before the introduction of capital projects funds 
reported buildings completed during the year at a total cost of $209,720 and $51,880 
spent on projects not completed at April 30, 1969. 

(3) Special assessment funds added improvements other than buildings costing $137,100 
during the year and reported total expenditures of $17,400 on a project not com- 
pleted during the year. 

(4) The general fund spent $31,010 for acquisition of equipment and $9,850 for a 
parcel of land. 

(5) The street fund purchased equipment on which the cash outlay was $42,900, with 
allowances totaling $7,690 for equipment traded in. The equipment traded in had 
been purchased by the street fund at a total cost of $29,880. 

(6) Annexation added a portion of a sewer system and street improvements of which 
the estimated original cost was $198,400 and land to which an estimated cost of 
$3,940 was assigned. 

(7) Land having an appraised value of $75,000 was donated to the city, and additional 
land with an appraised value of $1,500 was received from the general fund, which 
had acquired it through tax foreclosure proceedings. 

(8) Of construction in progress at April 30, 1968, $121,370 was reported as completed 
by a bond fund during fiscal 1969, and $81,660 by special assessment funds. 

(9) Land acquired at an estimated cost of $1,200, on which a $7,000 building was 
located, was sold to the state highway department for a right-of-way at a price of 
$11,600. 

(10) An insurance settlement of $22,900 was received on a building which had cost 
$27,600 and a settlement of $ 1 7,600 was obtained on equipment of which the original 
cost was $21,360. 

(11) Construction activities during fiscal 1969 required demolition of a building which 
had cost $3 1,460 and a bridge of which the estimated cost was $1 1,770. Equipment 
which had cost $1,930 could not be located and was presumed to have been stolen. 

You are required to prepare a statement of changes in general fixed assets 
during the fiscal year ended April 30, 1969. Show the sources of assets 
acquired and the causes of reductions. To conserve space, a “Total” column 
may be dispensed with. In the column headings, “Improvements Other than 
Buildings” may be shortened to “Improvements.” 

8. At September 30, 1968, the fixed property schedule of the town of Fortville 
was as follows: 
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General government: 

Land $110,320 

Buildings 507,100 

Improvements other than buildings 163,490 

Equipment 718,570 

Fire protection: 

Land 21,430 

Buildings 106,210 

Equipment 301,850 

Police protection: 

Equipment 122, 4S0 

Recreation : 

Land 618,770 

Buildings 31,060 

Improvements other than buildings 81,540 

Equipment 59,000 

Libraries: 

Land 76,390 

Buildings 394,180 

Improvements other than buildings 3,020 

Equipment 294,670 

Public service enterprises : 

Land 115,930 

Buildings 92,410 

Improvements other than buildings 301,250 

Machinery and equipment 14,980 


Additional purchases during the year (all machinery or equipment) were as 
follows: 


General government $ 9,020 

Fire department 20,730 

Police department 11 ,650 

Recreation department 16,760 

Libraries 1,940 

Public service enterprises 9,010 


A piece of equipment appraised at $5,710 was received from a federal 
agency for general governmental use. 

Reductions of machinery and equipment by sale during the year included 
$2,080 by the general government, $390 by the fire department, and $210 by 
a public service enterprise. Reductions by trade-in consisted of $470 by the 
police department and $680 by public service enterprises. 

Buildings sold during 1969 were $4,120 by the recreation fund and $12,860 
by public service enterprises. 

Reductions from abandonment on account of obsolescence (all machinery 
and equipment) were $18,640 by the general government, $920 by the fire 
department, $430 by the police department, $270 by the recreation depart- 
ment, $120 by the library, and $1,310 by the public service enterprises. Im- 
provements other than buildings abandoned consisted of $2,780 by the gen- 
eral government and $1,590 by the public service enterprises. 

Prepare a seven-column statement for the year ended September 30, 1969, 
showing the beginning balance of each class of fixed assets, the five different 
causes of change (purchases, received from other governmental units, sales, 
abandonment, trade-ins), and the amounts thereof, and the ending balance. 
Show totals for each function, considering fir c protection and police protec- 
tion as separate functions. 
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CONTINUOUS PROBLEM 

13-L. The Controller of the city of Bingham assigned you, and other top 
personnel on his staff, to audit the General Fixed Assets group of ac- 
counts — a task which had not been done in many years. The bookkeeper 
had been a marketing major in the university, but had never succeeded in 
getting his grade average high enough to allow him to graduate. He was 
able to show you the records he had been keeping, but was not able to 
give a very clear explanation as to why he kept them the way he did. 
The auditors found the following General Fixed Assets control account 
balances as of the audit cut-off date. (No source accounts had been kept.) 

Land $ 150,000 

Buildings 1,300,000 

Improvements other than buildings 5,520,000 

Equipment and miscellaneous 1,310,000 

Fund Balance. $8,280,000 

You are required to: 

a) Open a general journal for the General Fixed Assets group of ac- 
counts and make the entries necessary to state the accounts in accord 
with recommendations of the National Committee on Governmental 
Accounting. Additional information disclosed by your audit is pre- 
sented below. 

(1) Analysis of the Land account disclosed that the balance was comprised of: 
(a) an amount of $25,000 entered in 1938 when the General Fixed Asset 
group was established; this amount was the estimated value of the City Hall 
site, the fire station sites, and city park land. The unimproved park land had 
been acquired as a gift from a citizen and was estimated in 1938 to be worth 
$2,000; the building sites had been acquired from the proceeds of general 
bond issues. ( b ) An amount of $40,000 entered in 1948 as the cost of two 
houses and lots. The houses were tom down and an addition to City Hall 
erected on one lot; the remainder was used as a parking lot for city-owned 
cars and for the private cars of city employees. This amount was financed 
under a grant from the federal government, (c) An amount of $60,000, dated 
1954, which was financed by general obligation bonds issued for the purchase 
of land used as a public parking lot. The former property owners received 
$50,000; the mayor, who was a real estate dealer, $5,000 commission for 
arranging the transaction; and the mayor’s brother, an attorney, $5,000 for 
handling the legal details, (d) An amount of $25,000 entered in 1963 as the 
cost of land purchased by the Water Utility from current operating funds; 
the land is being held by the Water Utility as the site of a projected new 
pumping station. 

(2) Analysis of the Buildings account disclosed that the balance was comprised 
of: (a) an amount of $650,000 entered in 1938 as the estimated value of 
City Hall and the fire stations, constructed from the proceeds of general 
bond issues. ( b ) Charges of $4,000 for demolishing the houses purchased in 
1948, and grading the land to the level of City Hall; $300,000 for the addi- 
tion to City Hall; and $26,000 for paving the parking lot — all of which 
were financed from a grant by the federal government, (c) $100,000 for a 
golf club house in the park, constructed from part of the proceeds of a gen- 
eral bond issue. ( d) $100,000 for a 240-acre estate to be used as a park. The 
mansion was worth $100,000 and the unimproved land $240,000, according 
to the real estate agent-mayor, and the park director estimated that the 
gardens, artificial lakes, and other improvements would cost $500,000 to 
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duplicate. The entire purchase price was charged to Buildings; the amount 
had been paid over three years out of general fund appropriations for public 
works. Heirs of the individual who had sold the property to the city sued to 
set aside the sale, claiming the man must have been incompetent. It cost the 
citr> r SI 20,000 to settle the claim out of court. This amount was paid from a 
general fund appropriation and charged to Buildings. 

(3) The following items had been entered in the Improvements Other than 
Buildings account; (a) estimated cost of streets, curbs, and sidewalks as of 
July 1, 1938, SI, 750,000. $750,000 had been financed from annual general 
fund appropriations during the years; the balance had been financed from 
various special assessment funds. ( b ) S200,000, the cost of constructing a 
municipal golf course on city park land, financed from a general obligation 
bond issue, (c) An aggregate of S 3,570,000 spent for street paving and widen- 
ing, curbs, sidewalks, bridges, and culverrs. S1,7S5,000 of this was from the 
general fund appropriations, and the remainder from special assessment 
funds. 

(4) “Equipment and Miscellaneous” supporting data was in such an incomplete 
and obviously inaccurate state that the auditors secured permission to have 
an appraisal made. The cost of the appraisal was charged to a supplemental 
appropriation made under the General Government classification of the 
general fund. The appraisal cost $30,000; it was a thorough job and showed 
location, and condition, as well as appraised value of items classifiable as 
“Equipment and Miscellaneous.” The proper balance of the account was 
found to be $2,416,000. The auditors could identify the sources of financing 
for only a portion of the equipment; therefore, it was decided to assume the 
sources to have contributed the following percentages of appraised value: 
general fund, 65 percent; special revenue funds, 1 5 percent; capital projects 
funds, 5 percent; special assessment funds, 5 percent; and grants from the 
federal government, 10 percent. 

b ) None of the information presented in Problems I-L through 12— L 
has been recorded by the General Fixed Assets bookkeeper. Record 
the applicable information in the General Fixed Assets general 
journal. 

c ) Open a general ledger for the General Fixed Assets group of ac- 
counts and post your journal entries. 

d) Prepare a balance sheet for the General Fixed Assets group. 
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Liabilities 


The study of liabilities in governmental accounting is thought to be 
sufficiently important to merit special attention for three reasons, as 
follows: 

1. Laws and ordinances frequently include specific provisions which control 
the incurring of certain kinds of liabilities and affect the procedures to be fol- 
lowed in accounting for them. It is essential that accountants and auditors be 
cognizant of these restrictions and comply with them in full. 

2. Judicious management of governmental debt assists in keeping interest 
charges at a minimum by reducing the need for borrowing and by attracting 
low interest rates when borrowing cannot be avoided. Adequate accounting for 
liabilities is vital to efficient debt management. 

3. Excessive amounts of governmental debt may impose severe burdens upon 
taxpayers in times of financial stringency, in the form of fixed charges for prin- 
cipal and interest payments which must be financed through tax levies. Further- 
more, at any given time, existing debt in large amounts may prevent the use of 
credit for acquiring use of facilities considered to be of great current im- 
portance, or compel the use of a less desirable method of acquisition — lease- 
purchase, for illustration. 

In tills chapter, it is proposed to bring together and summarize much that 
has already been said about liabilities of governmental units, with particu- 
lar attention to, and elaboration upon, certain of the more important forms 
and aspects of debt as they affect the governmental accountant or auditor. 


SHORT-TERM LIABILITIES 


Cash overdrafts 

Although not officially recognized as an approved form of liability, 
cash overdrafts are far from rare in governmental accounting. In many 
instances, they may be explained by the fact that cash of two or more 
governmental funds is kept in the same bank account; and although the 
cash of one fund may be exhausted, the other or others have sufficient 
credit to prevent an actual overdrawing of the bank account. In other 
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cases an overdraft may exist according to fund records without appearing 
on the records of the bank, due to the lapse of time between the issuance 
of a check and its presentation to the bank. Finally, fund cash accounts 
may be overdrawn, even according to bank records; but this situation is 
uncommon because of the strenuous resistance of banks to actual over- 
drafts, which are virtually unapproved loans. 

Whatever the reason for their existence, cash overdrafts are current 
liabilities. They should not be included as a negative amount among 
current assets, primarily because to do so reduces the total shown for that 
group below the actual sum of the items. A cash overdraft docs not in 
itself reduce assets of the unit but instead represents a claim against them. 
If the cash overdraft is in the form of a bank overdraft, although only per 
the books, it may be described as a “bank overdraft” in the current 
liability section of the balance sheet. If the cash overdraft of the fund is 
covered by cash of other funds, it may be described as a “cash overdraft” 
or as “due to other funds” in the current liability section. Promiscuous 
interfund borrowing is never sound financial practice, and use of other 
funds’ money should not be condoned without proof of formal approval 
by legislative bodies of the funds involved. 

Accrued expenses 

Many governmental funds take no formal notice of accrued expenses. 
In this group particularly arc some general and special revenue funds of 
small size, and other funds which have little or no concern with exact 
expenses for a period of time but rather concentrate upon disbursements. 
If accurate measurement of fund gain or loss is important to proper 
administration of the fund, accrual of expenses is desirable unless unpaid 
expenses are small and of rather uniform amount from period to period. 
Among the funds customarily recognizing accrued expenses arc many, 
but not all, intragovernmental service funds, enterprise funds, some trust 
funds, and those debt service sinking funds which bear their own operat- 
ing expenses in sizable amounts. Although capital projects and special 
assessment funds employ encumbrance accounting procedures to keep 
expenditures within the amounts authorized, those that operate by their 
own working forces obtain more precise financial statements by also 
accruing expenses at the ends of fiscal periods. 

If accrued expenses are to be recorded, they should include unpaid 
salaries and wages accumulated to the date of closing, unpaid interest 
expense, amounts due to higher authorities for withholdings, estimated 
unpaid utility bills not already recorded as liabilities, and the cost of other 
contractual services received but not vet recorded. In some states, local 
government units are required to pay certain state taxes on scmicommer- 
cial activities. Amounts of such taxes unpaid at the ends of fiscal periods, it 
is clear, should be included as accrued expenses. It will be observed that 
the kinds of expenses noted above arc typically payable at short intervals, 
which signifies clearly that “accrued expenses” in the balance sheet should 
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appear in the current liability section if liabilities arc classified as to the 
time of maturity. As elements in financial condition, they arc important 
chiefly in that they represent claims for early settlement; they have little 
bearing on the long-run financial condition of the funds to which they 
pertain. 

Accounts payable or vouchers payable 

Amounts due for current purchases of services, materials and supplies, 
and fixed assets, evidenced by bills or invoices, arc sometimes called 
“accounts payable” and sometimes “vouchers payable.” Fundamentally, 
both are debts based upon unwritten promises to pay for services, expen- 
ses, materials, fixed assets, and possibly some other types of claims. Al- 
though often used interchangeably, it would seem that the two terms 
really have different meanings. Description of a liability as a “voucher 
payable” should signify that the claim has been subjected to a formal 
scheme of audit and approval, as part of what is commonly known as a 
“voucher system,” and is now fully admitted as a liability in the amount 
shown. On the other hand, the term “account payable” may indicate only 
that the claim has been received and recorded but bears no connotation as 
to formal audit and approval or as to whether the claim is fully admitted 
as a liability of the fund against which it is made. Liabilities in this stage 
are sometimes described as “unaudited vouchers.” 

Description of a voucher system 

To clarify the meaning of the term “vouchers payable,” a brief de- 
scription of a voucher system is given. In actual practice some deviations or 
omissions may be made from the procedure outlined below, but in princi- 
ple a voucher system includes the following steps: 

1. Preparation of a summary, in a prescribed form, of important information 
about each transaction which is to culminate in the disbursement of cash. In- 
formation commonly incorporated in this summary includes the name and 
address of the creditor to whom payment is to be made, the reason for pay- 
ment, a detailed statement of charges, and the terms of payment. The detailed 
statement of charges should include a description of each item, unit prices of 
items, the total for each item, and the total amount owed. (See Illustration 
14—1.) Ordinarily, bills or invoices submitted by creditors supply most of the 
information required for the summary. To assure adequate information about 
claims for goods and sendees, a standard invoice form may be furnished to 
creditors with the stipulation that claims will be recognized only if submitted 
on the prescribed form. Some claims may not be evidenced by formal state- 
ments from creditors; and for these it is necessary to rely upon internal records 
of contracts, indebtedness, and other similar relationships. The summarizing 
process described above is largely a matter of transcribing facts from original 
documents to the standard voucher form. 

Most governmental liabilities should be based upon purchase orders or other 
commitment documents which would ordinarily give important information 
about the transaction, including the name, number, or other identification of 
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the account to be charged for the purchase or other liability. This is desirable 
in order that an encumbrance may be recorded for the amount expected to be 
required to cover the liability when it arises. In preparing the formal voucher, 
designation of the account to be charged should be transcribed from the 
purchase order or other document which initiated the transaction. Two or 
more bills payable to the same creditor may and ordinarily should be covered 
by one voucher. 

2. After the summary has been completed, the information contained therein 
is examined critically for accuracy and for compliance with all pertinent 
regulations contained in applicable laws, ordinances, or other enactments. Oper- 
ations of the first series in preparing a formal voucher arc essentially mechanical. 
This, the second series of operations, involves the exercise of judgment and 
careful analysis to determine the overall validity and regularity of the trans- 
action. 

3. The vouchering process may come to a virtual end upon completion of 
the verification and audit described above; but in some procedures the audited 
voucher with supporting documents passes into a third and final stage, where 
the entire transaction with supporting documents is reviewed and normally 
given final approval for payment. 

4. After vouchers have been given final approval, they are entered in a book 
of original entry, usually called a voucher register, where V ouchers Payable ( or 
Accounts Payable) must be credited for the amount of every voucher, with 
debits to accounts indicated on the voucher. At some point in the accounting 
procedure, preferably just before or just after entry in the voucher register, 
amounts of approved liabilities must be posted to appropriations expenditure 
accounts. The postings will consist of increases in the Expenditures column; 
decreases in the Encumbrance column for the amount encumbered for the 
expenditure; and if the expenditure is more or less than the amount encumbered, 
an adjustment of the unencumbered unexpended balance. Unpaid vouchers may 
be entered in a subsidiary vouchers payable ledger; but this is not ordinarily 
necessary, since the file of unpaid vouchers is actually a subsidiary ledger. When 
vouchers are paid, the entry for payment must record a debit to Vouchers 
Payable (or Accounts Payable). 

From the above summary, it is apparent that a comprehensive voucher 
system is most valuable for use in processing a large volume of transac- 
tions. It permits the use of clerical-type help for a considerable amount of 
the work, with provision for control through the auditing and approving 
operations. In some cases the orthodox voucher system is thought to be 
unnecessary, and a modified plan is used instead. The degree and nature 
of modification are variable, the chief differences being in the number 
of expenditure transactions excluded from the system and in the extent of 
scrutiny to which vouchered transactions are subjected. 

Warrants payable 

As will be explained in detail in Chapter 17, on cash procedures, a 
warrant is essentially a formal certification of the validity of a debt, with 
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authorization or direction to a financial agent that the debt be paid. This 
order advances the claim one step beyond the voucher in the settlement 
process. If the claim is paid immediately, the transaction is recorded as a 
disbursement of cash with a debit to Vouchers Payable, in a manner to be 
described in Chapter 17. 

It is onlv when the transaction does not progress immediately from 
Vouchers Payable to a cash disbursement that the claim should be re- 
corded formally as a warrant payable. Perhaps the most common reason 
for delaying payment of the claim, after approval of the voucher, is 
insufficiency of cash, often the result of collecting revenue in lanje 
amounts at infrequent intervals. Warrants issued for payment when 
money becomes available arc current liabilities and should be shown as 
such in a balance sheet. When warrants arc issued for future payments, 
they may be registered before issuance or they may be presented for 
registration as money becomes available to cover the debt. Since unpaid 
warrants represent past-due debts, they should be — and usually are — in- 
teresr-bearing obligations. (Sec Illustration 14-2). 
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If the warrants payable stage of liability transactions is to be formally 
recorded, the following entry may be made (amount assumed): 


Vouchers Payable 1,000 

Warrants Payable 1,000 


If it is assumed that $20 of interest had accumulated on these warrants and 
was paid along with the principal amount, the following entry would 
record the payment: 

Warrants Payable 1,000 

Expenditures 20 

Cash 1,020 

Under a rigid form of voucher system, the warrant and interest charge 
paid above would have been converted to a voucher payable totaling 
$1,020. Although this procedure is theoretically superior, the amount of 
extra work occasioned by the practice and the small amount of additional 
payment over the amount approved on the original voucher often militate 
against its use. 

Judgments payable 

A judgment payable is a liability based upon a court decision. Liabilities 
of this type arise principally from the exercise of the government’s right 
of eminent domain in securing property for public purposes and from 
court awards for damages alleged to have been caused by government 
action, such as cancellation of contracts, dismissal of employees, injury to 
persons or property, and even for unpaid bills which may be in dispute. 
Judgments based upon actions of the general government are likely to be 
liabilities of the general fund; but on account of their construction and 
operating activities, capital projects funds, special assessments funds, en- 
terprise funds, and even some intragovernmental service funds incur liabil- 
ities established either in fact or in amount, or both, as a result of court 
decisions. 

Accounting for judgments in governmental practice does not follow 
the pattern of commercial accounting. In commercial accounting, as soon 
as reasonable possibility of unfavorable court action is established, sound 
accounting practice recommends recording a liability to cover the esti- 
mated amount of the prospective payment. In accounting for governmen- 
tal funds which are controlled through appropriations, the advance 
provision for the contemplated liability cannot be made without an 
appropriation by the legislative body. If a sufficient balance is available to 
cover the judgment, the legislative body may make an additional ap- 
propriation to be financed from that source. If a balance sufficient to 
cover the amount of the judgment is not available, no recognition of the 
liability, not even an encumbrance, can be recorded until the legislative 
body has appropriated for the claim. In the absence of a sufficient balance 
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to cover what appears to be a legitimate claim, a balance sheet footnote 
mav be used to report the liability. 

After a legal appropriation for the judgment has been made, an en- 
cumbrance mav be recorded; or, on the other hand, it may be dispensed 
with on the ground that the appropriation is so closely restricted as to 
prevent its use for any other purpose and that, therefore, no encumbrance 
is required. If it is desired to record the judgment liability before it is 
vouchered for payment, the following entry would be made (amount 
assumed): 


Expenditures 3,000 

Judgments Payable 3,000 


An entry of this sort should be carefully explained and supported by 
reference to the documentary evidence on which the claim is based. If the 
appropriation had been encumbered, the above entry should be preceded 
by one reversing the encumbrance. If the fund employs a voucher system, 
the judgment liability 7 would be converted to a voucher payable in the 
standard manner prescribed for vouchering other claims for payment, 
followed by 7 payment in the customary 7 way. 

Since some enterprise fund accounting systems conform to conven- 
tional commercial practices and are not regulated through formal appro- 
priations, it is apparent that a contingent judgment against such a fund 
may be recorded in the commercial manner, that is, by 7 a reservation of 
fund balance in the period in which the contingency becomes apparent. 
Although judgments are presently under consideration for their liability 7 
aspects, it may not be amiss to recall that judgments result in capital 
expenditures if they bring about the acquisition of property or add to the 
cost of property already owned. 

In the foregoing discussion, it has been assumed that judijment liabili- 
ties are always liquidated directly 7 by payment as an expenditure of the 
fund. This is not always true; judgments are sometimes so large that to 
pay* them immediately through a tax levy would impose a severe burden 
on the taxpayers. In such a case the judgment liability 7 may 7 be funded 
through an issue of bonds to be liquidated gradually 7 over a period ot 
y 7 cars. 

Notes payable 

As in commercial practice, notes payable are employed by govern- 
ments principally 7 as forms of financing intermediate to accounts or 
vouchers payable, on the one hand, and bonds payable, on the other. 
Notes payable are normally for larger amounts and longer terms than 
accounts or vouchers payable, but for smaller amounts and shorter matur- 
ities than bonds. When the necessity for debt financing of current opera- 
tions exceeds the limit of “open account” credit, the necessary 7 cash may 
be obtained by the issuance of notes. If large-scale capital requirements 
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arise from the maturin' of a debt alreadv outstanding, from fixed asset 
requirements, or from other causes, but it is not deemed necessary or 
desirable to finance on a long-term basis, notes to mature a few years from 
the date of issuance may be employed, particularly by enterprise funds. 

One frequent use of notes by governments is to provide operating cash 
pending the receipt of revenue in a lump sum. For example, in one 
midwestern state, property taxes arc collected in nvo installments by the 
county, which makes distribution to the other units of local government 
semiannually in June and December. Those units which rely substantially 
upon property tax revenue often find it necessary' to borrow cash for 
operations to cover expenses until the semiannual settlements arc received 
from the collecting agent. 

Authority to issue notes should be controlled strictly by the legislative 
body. The procedure to be followed in authorizing the issuance of notes 
may be dictated by state law and is likely to include formal action by the 
legislative body, evidenced by a resolution recorded in its minutes book 
and even by documentary evidence of the authorization, to be presented 
to the lending agent. Compliance with all legal requirements is of vital 
importance, in order to protect individuals connected with the transaction 
from contingent personal responsibility*. 

When the note is issued, the following entry should be made (amount 
assumed): 

Cash 20,000 

Notes Payable 20,000 

Since payment of the note does not involve the expenditure of revenue 
but the liquidation of a liability alreadv recorded by the fund, the entry to 
record the payment will debit Notes Payable rather than Expenditures. 

Payment of notes issued by governmental units is sometimes secured by 
pledges of specific money expected to be received in the future. This 
practice was first referred to in Chapter 3. Thus, a revenue fund which 
receives its money in lump sums at considerable intervals may borrow 
money on notes secured by pledges of proceeds from the collections. 
Notes so secured are commonly referred to as “tax anticipation notes”; 
but the caption “tax anticipation warrants” is sometimes found. An enter- 
prise fund mav issue notes secured by pledges of future revenue, the 
maturity of the notes extending over two or three years. Obligations of 
this kind mav be described as “revenue notes payable.” 

Governmental funds expecting to issue bonds to finance the construc- 
tion of fixed assets may find it advantageous to postpone the issuance of 
the bonds for some time after the beginning of the construction, in order 
to get a more accurate measure of the amount required to be raised by 
bonding. Temporary financing of the project may be provided by the 
issuance of relatively short-term notes, secured bv pledges of repayment 
from the proceeds of the bonds when issued. Notes issued for that 
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purpose and secured in that manner are ordinarily called “bond anticipa- 
tion notes payable.” Notes of this kind are typically short-term obliga- 
tions of the funds that will issue the bonds. Bond anticipation notes arc 
most likely to be found in funds of the capital projects and special 
assessments categories, but could be used by enterprise funds. 

Contracts payable 

This account title is a vitally important one in capital projects and 
special assessment fund accounting. It has been discussed in Chapters 6 and 
10 to such an extent that repetition seems of little value at this point. One 
fact about retained percentages which has not previously been mendoned 
is that they may be recognized merely by leaving them as unpaid balances 
of the Contracts Payable account. Their special importance seems to 
justify a separate account. 

Withholding liabilities 

Governmental funds which are responsible for payment of salaries and 
wages are likely to be responsible also for withholding amounts from 
earnings of employees and making disposition of these amounts in compli- 
ance with laws or other regulations. The most common types of with- 
holdings are for federal income taxes, FICA (Social Security) taxes, and 
contributions to private pension or retirement funds. Deductions from 
employees’ pay for contributions to retirement and pension funds usually 
must be matched by the employer, in tins case the governmental unit. 
Until remittance to the governmental agency which handles collections, 
all withholdings, deductions, and contributions are current liabilities. 
Even though accounting for the employing fund is not on a strict accrual 
basis for salaries and wages that have been earned but not yet paid at the 
ends of fiscal periods, all required withholdings, deductions, and contribu- 
tions applicable to earnings already paid are definite liabilities and should 
be recorded in full before the preparation of the financial statements. In 
connection with liabilities associated with payrolls, it is imperative that 
detailed records of withholdings, deductions, and contributions be kept 
for each employee. This can best be done by the use of an individual 
earnings record on a form prescribed by law or on one of the standard 
forms for such purposes, available from stationers. Employees’ individual 
earnings records constitute a subsidiary ledger for the amounts shown by 
the general ledger to have been withheld or deducted from employees 
pay. 

Although outstanding encumbrances are sometimes shown on balance 
sheets as liabilities, the practice is of doubtful validity; they arc better 
described as reservations of appropriations. 

Other short-term liabilities 

The liabilities discussed above do not constitute an exhaustive list of 
short-term liabilities found on governmental balance sheets. There are 



14— Liabilities 427 


several others; but because of space limitations, they have not been dis- 
cussed in detail. The basis for omission has been the relative infrequency 
of occurrence or the fact that the omitted item has been given rather 
careful consideration elsewhere. Among the omitted liabilities of short- 
term duration may be mentioned matured bonds payable, matured unpre- 
sented bonds and interest coupons, deposits by customers and others, 
amounts due to other funds or other units of government, and deferred 
credits to revenue, such as taxes collected in advance and prepayments on 
utility bills not yet due. 


LONG-TERM DEBT 


Notes payable 

Although long-term financing by governments is predominantly in the 
form of bond issues, limited usage is made of notes payable. Notes may be 
used for relatively large-scale borrowing which is expected to be limited 
to a few years, ordinarily not more than five. In general, they are likely to 
be secured by pledges of revenue, which obviates the legal formality and 
expense of preparing a bond issue and, therefore, reduces the average 
annual financial charge. Regardless of the intended source of payment for 
notes of the longer maturities, if they are ultimately secured by the full 
faith and credit of the governmental unit, they are a potential charge 
against taxpayers. For this reason, unless specifically excluded by law, 
they should be considered as a part of the long-term debt liability of the 
governmental unit in calculating debt limits and debt margins, terms to be 
discussed later in this chapter. Long-term notes payable of utilities or 
other similar enterprises should be shown in total as liabilities of the fund 
that will make payment. If long-term notes are to be retired by a fund 
operated on an annual basis under a formal budget, only the principal to 
be retired in a given year should be recorded in the fund accounts of that 
year. 

Bonds payable 

Examination of financial reports of only a few governmental units 
reveals a wide variety of bonds. The principal differences among govern- 
ment bonds appear to revolve around three factors, as follows: 

1. Reasons for which the bonds were issued. 

2. Sources from which they are to be retired. 

3. Security behind the bonds. 

As to the reasons for which bonds are issued, a major portion serves 
one or the other of the following three purposes: 

1. To finance acquisition of fixed assets, sometimes including complete utility 
plants, either through construction or outright purchase, or a combination of 
the two. Bond issues for these purposes are usually functions of capital projects 
funds, special assessment funds, or enterprise funds. 
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2. To refund bonds or other large amounts of indebtedness which have 
matured but for which money is not available to make payment. The prevalence 
of refunding issues has been increased by the reluctance of public officials to 
levy taxes for debt retirement if it can be avoided in any way whatever, coupled 
with the willingness of investors to have debts refunded as long as the ultimate 
securin' of the investment is sound. Refunding bonds are typically issued 
through the medium of debt service funds; but utility bonds are sometimes 
refunded, and the operation is accounted for in the utility’ - fund. 

3. To fund deficits that have developed in revenue funds or to finance 
emergency requirements which revenue funds are unable to absorb in their 
current operations. Obviously, requirements must assume major proportions 
before funding by a bond issue is justified. 

The main sources of money for the ultimate retirement of government 
bonds are governmental revenue and special assessments against property 
owners. Special assessments against property owners are sometimes sup- 
plemented by assessments against, or contributions from, governmental 
funds, but these supplementary amounts originate from current revenues 
or special bond issues of the paying fund. As explained in Chapter 10, on 
special assessment funds, levies against property owners provide assets 
that, when realized, may be used to retire bonds issued by the fund. 
Therefore, special assessment bonds are recorded, from the time of issu- 
ance until the time of payment, as liabilities of the fund by which they 
were issued. 

The majority of governmental bonds are retired from revenue. Al- 
though the designation “revenue bonds” is ordinarily confined to use in 
describing those issued by self-supporting enterprises, to be retired from 
their earnings, most other government bonds are paid either directly or 
indirectly from revenue in the form of taxes of one kind of another. 
Liquidation of the bonds may be managed by a fund that collects the 
revenue, as for serial bonds paid by general or special revenue funds; or 
revenue collections may be transferred to a debt sendee fund for accumu- 
lation and subsequent disbursement upon the maturity of the bonds to be 
retired. 

Security for bonds 

It is common knowledge that bonds issued by commercial corporations 
are usually secured by liens upon tangible property owned by the corpo- 
ration. This arrangement appears to be rare in the field of governmental 
finance and confined to property’ not serving essential public use, one 
example being toll bridges, which are sometimes pledged as security for 
bond issues. The probable reason why governmental assets in general arc 
not offered as security for indebtedness is that their uninterrupted use for 
public service is far more important than the satisfaction of a creditors 
claim; therefore, the danger of having them converted to private owner- 
ship must not be risked. 
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Bonds issued by a utility arc usually secured by the pledge of certain 
portions of the utility’s revenue, the exact terms of the pledge varying 
with individual cases. Some utility bonds are secured not only by a pledge 
of a certain portion of the utility's revenues but also by an agreement on 
the part of the town’s or city's general government to subsidize the utility 
in any year in which its normal revenue is inadequate for compliance with 

the terms of the bond indenture. Revenue bonds of a utilitv sometimes 

✓ 

carry the additional pledge of the governmental unit’s full faith and credit 
if necessary to meet obligations under the bond issue. 

With respect to security, special assessment bonds are somewhat similar 
to utility* bonds. Their immediate security lies in the governmental unit's 
legal authority to foreclose upon claims against private properties if 
necessary to enforce collections of assessments. In the main, this security is 
adequate; but some special assessment bonds, like some utility revenue 
bonds, carry the additional protection of the goyernment’s full faith and 
credit, as pointed out in Chapter 10. The term “full faith and credit.” it 
will be understood, means in effect that if other methods fail to provide 
for the retirement of the designated bonds, the government convenants to 
use its general power to tax as a method of preventing loss to bondholders. 

An example of what “full faith and credit” means in operation is the 
case of a midwestern cits* where auditors, in examining the special assess- 
ment funds, discovered that a large amount of installments collected by 
one fund had been diverted to pay bonds issued by another fund, which 
had failed to make collections. Since bonds of the fund from which the 
diversion was made were of the general special assessment type, they were 
paid ultimately by the general fund from a tax levy on all property. This 
experience is not an isolated one in the history of special assessment funds. 

General bonds probably account for one half to three fourths of all 
government bonds outstanding. The term “general bonds” is used to 
describe those that will be retired from revenue to be accumulated bv 
general or special revenue funds, mostly the former. Unlike public enter- 
prise and special assessment bonds, there appear to be no cases of primary' 
and secondary security for general bonds; their sole security is the reve- 
nue-raising power, largely the power to tax, possessed by the funds respon- 
sible for making payment. 

Conditions of payment 

Planning for payment of government bonds, which should be incorpo- 
rated as part of a long-term budget, is affected by the maturity' provisions 
of outstanding bonds. They may mature in a lump sum at some future 
date, or they may mature in installments of specified amounts at specified 
future dates. As has been indicated by discussion in previous chapters, 
those of the first type are commonly referred to as “term bonds,” whereas 
those that mature in a series are referred to as “serial bonds.” In the past, 
term bonds have been used too often without systematic provision. 
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through sinking funds or otherwise, for their retirement, with the result 
that one or more refundings have been necessary. Serial bonds, with 
relatively small amounts falling due in any one year, serve to spread the 
debt burden over a more or less long period. Serial maturities allow 
payments to be financed out of annual current appropriations, without the 
necessity of a sinking or reserve fund. At present their use is predomi- 
nant. 

Government bonds are sometimes issued with a callable provision, 
under the terms of which the government is given the right to acquire the 
bonds before the maturity date, usually by the payment of specified 
amounts of premium. Although the callable feature mav require a slightly 
higher interest rate for the bonds to compensate investors for possible 
disruption of their investment programs, it is valuable to the government. 
It facilitates the use of surplus current funds for debt retirement and 
reduction of future interest charges. 

General bonded debt group of accounts 

As indicated in previous chapters, bonded debts of special assessment 
funds, utility funds, and self-supporting enterprises generally are carried 
as part of the financial structure of the funds to which they pertain. Such 
bonds will normally be retired from assets provided by the issuing funds, 
which operate on a continuing basis. The foregoing statements are not 
true of general bonds. Since general and special revenue funds operate 
under a year-to-year system based upon the appropriations and revenues 
of each separate year, indebtedness scheduled to mature years hence may 
not properly be included as part of their present financial structure. 

Presently a difference of opinion exists as to whether in accounting and 
reporting for long-term debt, only principal, or both principal and inter- 
est, should be included. The present position of the National Committee 
on Governmental Accounting favors the inclusion of only principal, while 
others consider the interest burden, sometimes almost as large, also worthy 
of being reported. The latter view has been adopted for this chapter (1) 
because of some preference for that position and (2) if it is believed the 
more restricted view is the better the only thing necessary to be done is to 
ignore all accounting and reporting for interest requirements. Accounting 
for principal requirements is totally independent of accounting for inter- 
est. 

Some governmental units maintain only memorandum records of 
long-term general debt. This practice is adequate only when the amounts 
of indebtedness are so small as to require little advance planning for 
proper management. When outstanding long-term debt is large in 
amount, it is advisable to make use of a self-balancing group of accounts 
commonly referred to as the “general bonded debt and interest group, 
or, if long-term notes are to be included, as the “general long-term debt 
and interest group.” This accounting device cannot truthfully be dc- 
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scribed as a fund because it docs not represent an aggregate of cash or 
other resources to be used for specific purposes. Fundamentally, the 
ledger for this group of accounts is a collection of accounts showing the 
following information: 

1. Accounts with credit balances: one account for each separate issue of 
liabilities included in the amount of long-term general debt currently out- 
standing, and one for interest payable in future years. 

2. Accounts with debit balances, two to four in number. The balances of two 
may show assets already secured and set aside, in debt sendee funds or else- 
where, for the retirement of long-term debt or payment of interest. The 
balances of the other accounts will show the amounts required to be secured in 
the future for long-term debt retirement and payment of interest. The balances 
of the latter accounts will be the remainder obtained by subtracting the funds 
already provided from the requirements listed in the credit section. 

The purposes of this group of accounts do not require the use of operat- 
ing accounts, all changes being made directlv in the basic accounts. 

Entries lor long-term debt principal 

If it is assumed that no long-term debt is outstanding, the first entry in 
the group will be made when general bonds or long-term notes are issued. 
Assuming that a governmental unit issued $500,000 par value of sinking 
fund bonds, the following entry should be made in the general bonded 
debt and interest group: 


Amount to Be Provided for Retirement of Bonds 500,000 

Sinking Fund Bonds Payable 500,000 


For the debit member of the above entry the title Deferred Charges to 
Future Taxation is sometimes used. Even though long-term debt is issued 
at a premium or discount, the general debt group entry will be in the 
amount of the par value, since that is the amount to be paid at maturity, 
for which assets must be accumulated. 

The next entry in this group, with respect to the bonds recorded 
above, will be made at the end of the first year of debt sendee fund 
operation or upon any other action which definitely allocates assets to the 
payment of long-term general debt. This would include the levying of a 
special tax for servicing the debt. At the time of reporting or recording 
the allocation of assets to retirement of the debt, the amount allocated will 
be recorded in the debt and interest group of accounts. Assuming that the 
Fund Balance of the debt sendee fund established for the $500,000 debt 
showed a balance of $50,000 after closing at the end of the year the 
following entry would be made in the long-term debt and interest group: 


Amount Provided for Retirement of Bonds 50,000 

Amount to Be Provided for Retirement of Bonds 50,000 


Annual entries similar to the foregoing will be made in the group accounts 
to record net increases in the debt service fund during the year. Amounts 
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of assets made available in any other way will require an entry in the same 
form as the one shown above. 

Upon the maturity of a long-term debt for which assets have been 
accumulated, payment will be made by the fund designated to manage the 
transaction or perhaps by a separate fiscal agent. Whatever the mechanics 
of payment, recording the debt in a fund which will pay it is the signal 
for removing it from the general long-term debt and interest group, by an 
entry such as the following: 


Sinking Fund Bonds Payable 500,000 

Amount Provided for Retirement of Bonds 500,000 


If serial bonds have been issued, an entry similar to that for recording 
the issuance of term bonds will be made in the general debt group. The 
account credited will signify the type of bonds represented by the issue. 
If assets are accumulated in advance for the payment of serial bonds, 
that fact will be recorded in the same manner as when term bonds are 
involved. Assuming that a debt sendee fund appropriation for a given 
year authorizes expenditures of $20,000 for the retirement of serial bonds, 
the following entry might be made in that fund: 

Expenditures 20,000 

Bonds Payable 20,000 

If occasion exists for doing so, an entry might be made at this time in the 
general debt group to transfer $20,000 from the Amount to Be Provided 
for Bond Retirement account to the Amount Provided for Retirement of 
Bonds account. Ordinarily, this would appear to be unnecessary. 1 "When 
payment of the bonds has been accomplished by the debt sendee fund, 
that fact should be recorded in the general bonded debt group by the 
following entry: 


Serial Bonds Payable 20,000 

Amount to Be Provided for Retirement of Bonds 20,000 


Long-term interest requirements 

In governmental units having large amounts of long-term indebtedness, 
total future interest requirements on debts will be very large, possibly 
exceeding total principal. As stated previously, some governmental admin- 
istrations and legislative bodies desire a statement combining principal and 
interest requirements. 

To provide a systematic record of long-term interest requirements, 
it is desirable to record the necessary information in journal entries similar 
to those used for information about principal. When bonds are issued, 
probable future interest requirements should be computed and journalized 
as follows, amount assumed: 


Amount to Be Provided for Payment of Interest 60,000 

Interest Payable in Future Years 60,000 


1 Unless financial statements are to be prepared before retirement of die bonds. 
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Payment of any part of the interest represented in the above entry would 
require an entry similar to the following, amount assumed: 


Interest Payable in Future Years 4,000 

Amount to Be Provided for Payment of Interest 4,000 


Since the bonded debt and interest accounting structure is only a self-bal- 
ancing group of accounts, the cash disbursement for interest will be 
accomplished by an actual fund. Advance accumulation of assets for 
future interest payments is not common because annual interest payments 
are in relatively small amounts. If for any reason, sound or unsound, there 
is advance accumulation for interest payments, the required entries would 
follow the pattern of those used for principal transactions. 

Statement of condition 

At the end of each fiscal year, while long-term debt is outstanding, a 
self-balancing summary statement of debt, or of debt and interest, should 
be prepared. The purpose of such a statement is to show the following 
information, assuming inclusion of interest accounting and reporting: 

1. The kinds and amounts of long-term debt currently outstanding. 

2. Total future interest requirements on indebtedness shown in item 1. 

3. Amounts of assets already set aside for payment of items 1 and 2. 

4. Amounts required to be provided in the future for payment of items 1 and 2. 

The formal statement of the foregoing information is variously called 
“statement of general long-term debt,” “statement of general long-term 
debt and interest,” and “balance sheet.” The statement is a balanced one, 
but its contents are not indicative of the financial condition of any fund, 
so the name “balance sheet” is inappropriate. Composition and exact form 
of the statement vary with different situations and contents, but Illustra- 
tion 14-3 is a fair sample. One favored variation is the separation into two 
groups of “available and provided” information, one for term bonds, the 
other for serial bonds. 

A few generalizations about this sort of statement might prove inform- 
ative. 

1. It contains no information not available elsewhere, but serves the pur- 
pose of summarizing in convenient form the related information of which it is 
composed. 

2. The amount already provided for bond retirement consists of assets held 
by debt service funds. Actually, amounts allocated to retirement of general 
bonds may be held by the general fund and even by special revenue funds. If 
assets for bond retirement are held by other than debt service funds, the caption 
“Amount Available in Debt Service Funds” should be appropriately modified. 

3. Amounts of bonds outstanding and future interest requirements are 
likely to be shown in detailed schedules of indebtedness and interest require- 
ments. If comprehensive schedules of all principal and interest are prepared, 
amounts applicable to general indebtedness vdll be selected for the statement of 
general long-term debt and interest. Amounts applicable to utility and special 
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Illustration 14-3 
TOWN OF LYONS 

Statement of General Long-Term Debt and Interest 
April 30, 1969 

Amount available and to be provided for payment of general long- 


term debt and interest: 

Principal : 

Amounc available in debt sen-ice funds 51,370,000 

Amount to be provided in future years 5,710,000 

Total available and to be provided for principal $7,OSO,000 

Amount to be provided in future years for payment of 

interest* 2,379,400 

Total Available and to Be Provided $9,459,400 


General bonds, notes, and interest payable in future years: 

General bonds: 

Term bonds payable $2,600,000 

Serial bonds payable 3,520,000 

Total general bonds payable $6,120,000 

Five-year revenue notes payable 960,000 

Total general bonds and notes payable S7,0S0.000 

Interest payable in future years 2,379,400 

Total General Bonds, Notes, and Interest Payable $9,459,400 


* It any prior accumulations have been made for interest pas'ments, both “provided” and “to be 
provided” would be shown for interest, as for debt principal. Furthermore, if interest information is not 
considered significant to the long-term debt situation it may be omitted without alteration of the parts 
dealing with principal, but with omission of "and interest” from the name of statement. 


assessment bonds, for illustration, will not be included because these debts arc 
not general. 

A comprehensive statement of bonded indebtedness is shown in Illus- 
tration 14-4. Although only three classes of bonds are represented, the 
structure and details are typical. This statement provides an analysis of the 
total general bonds amount which will appear in a statement of general 
bonded indebtedness. A similar analysis is given for the bonds payable 
total in a special assessment funds balance sheet. 

The importance of the bonded debt group of accounts and its related 
statements as a means of debt management is readily evident from examin- 
ing the financial reports of leading municipalities. Some go a step further 
than the itemizing of bonded indebtedness and provide schedules of total 
debt service requirements. The term “debt service” is sometimes used to 
describe amounts required to be paid in a given year toward the reduction 
of principal, but the more common usage is to include annual amounts 
needed for both principal and interest. Payments applicable to principal 
should include required contributions to debt service funds, as veil as 
direct disbursements if any, by general and special revenue funds. An ex- 
ample of such a statement is found in Illustration 14-5, representing, vith 
minor modifications, the statement of annual debt service requirements 
found in tire annual report of a large city. 



CITY OF FT. BRANCH 

Statement of Bonds Payable’ 
December 31, 1969 
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Swimming pool — El Ricardo 140 5.00 12-02-68 7-2-84 59,023 2,618 56,405 2,618 

Water reservoir — Lemon Lane 141 4.27 2-15-69 7-2-84 37,706 37,706 2,560 

Storm sewers — Sherwood Oaks 142 4.12 2-15-69 7-2-84 119,336 119,336 7,^00 

Total Special Assessment Bonds $ 2,179,712 $ 831,281 $1,348,437 5 56,612 


CITY OF GREENVILLE 

Annual Bond Interest and Redemption Requirements* 
Based on Indebtedness Outstanding at December 31, 1969 
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Statement of debt burden 

Another statement designed to set forth the extent and significance of 
bonded indebtedness is advocated by the National Committee on Govern- 
mental Accounting and is being employed by governmental units to an 
increasing extent. This is a statement showing the ratio of net general 
long-term debt to assessed value, and net long-term debt per capita. As 
indicated by the descriptive title, this statement correlates the long-term 
debt burden with the property to which it applies and with the source of 
payment, the citizenry. However, it may be pointed out that the latter 
comparison might carry greater significance if it were on a per taxpayer 
basis rather than a per capita basis, since a relatively large percentage of 
the population pays no property taxes directly. An example of the ratio 
statement is shown in Illustration 14-6. 

Debt limitation 

The debt statements already illustrated in this chapter are primarily 
useful for the information of administrators, legislative bodies, and others 
concerned with the impact of long-term debt upon the financial condition 
and activities of the governmental unit, particularly with reference to the 
resulting tax rates and taxes. Another matter of importance in relation to 
long-term indebtedness is legal limitation upon the amount of long-term 
indebtedness which may be outstanding at a given time, in proportion to 
the assessed value of property within the jurisdiction represented. This 
type of restriction is of importance as a protection of taxpayers against 
possible confiscatory tax rates. Even though tax-rate limitation laws may 
be in effect for a governmental unit, the limitation upon bonded indebted- 
ness is usually needed because the prevailing practice is to exempt the 
claims of bondholders from the barrier of tax-rate restrictions. This is to 
say that, even though a law establishing maxima for tax rates is in the 
statutes, it will probably exclude debt service requirements from the 
restrictions of the law. This exclusion would be reiterated, in effect, in the 
bond indentures. 

Before continuing a discussion of debt limitation, it seems well to 
clarify the meaning of the terms “debt limit” and “debt margin.” Debt 
limit means the total amount of indebtedness of specified kinds which is 
allowed by law to be outstanding at any one time. The limitation is likely 
to be in terms of a stipulated percentage of the assessed valuation of 
property within the government’s jurisdiction. It may relate to either a 
gross or a net valuation. The latter is logical, but probably not prevalent, 
because debt limitation exists as a device for protecting property owners 
from confiscatory taxation. For that reason, taxpaying property only 
should be used in regulating maximum indebtedness. In many governmen- 
tal jurisdictions, there is much property which is legally excluded even 



Illustration 14-6 
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from assessment. This includes property owned bv governments, 
churches, charitable organizations, and some others depending upon state 
laws. Exemptions , which apply to property subject to assessment, arc 
based on homestead or mortgage exemption laws, military service, eco- 
nomic status, and possibly some others. Both exclusions and exemptions 
reduce the amount of taxpaying property. 

Debt margin , sometimes referred to as “borrowing power,” is the 
difference between the amount of debt limit calculated as prescribed by 
law and the net amount of outstanding indebtedness subject to limitation. 
The net amount of outstanding indebtedness subject to limitation, unless 
otherwise specified by law, is the difference between total long-term 
indebtedness and a subtraction factor consisting of one or more of the 
following: 

1. Special assessment fund bonds which are of the special-special assessment 
variety, unless these are specifically designated as full faith and credit liabilities. 

2. Revenue bonds and revenue notes which are not secondarily secured by 
the full faith and credit of the issuing governmental unit. 

3. Bonds issued by instrumentalities of the governmental unit, secured only 
by revenue and resources of the instrumentalities. 

4. Amounts accumulated in debt service funds, or elsewhere, to apply on 
payment of indebtedness subject to the limitation. 

5. Any other long-term indebtedness which, while normally subject to debt 
limitations, is specifically exempt by statute or has been exempted by a favorable 
vote by taxpayers. 

In practice, it is unwise to rely upon theoretical generalizations as to 
which debt is subject to limitation and which is not. For example, some 
governmental units require inclusion of bonds which have been author- 
ized but not yet issued, presumably because this potential debt has, by 
authorization, passed beyond control through remonstrances and the bal- 
lot box. Debt limitations are established by state and local enactments 
(constitutions, charters, laws, ordinances), and these are the only fully 
reliable sources of information. 

Like the forms of most other statements in wide usage, the form of 
statements of debt limit and margin is variable. Some variations reflect 
differences of opinion as to the best form for setting forth the desired 
information, whereas some arise from differences in law. An example 
embodying the essentials of such a statement is shown in Illustration 14-7. 

Overlapping debt 

Debt limitation laws ordinarily establish limits that may not be ex- 
ceeded by each separate governmental unit affected by the laws. This 
means that the county government may incur indebtedness to the legal 
limit, a township within that county may do likewise, and a city within 
the township may become indebted to the legal limit, with no restriction 
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Illustration 14-7 


TOWN OF ELNORA 


Statement of Legal Debt Margin 
September 30, 1969 


Assessed value of real and personal property 

Rate of debt limitation 

Amount of debt limitation 

Long-term debt outstanding: 

Bonded debt (Schedule — ) 52,967,200 

Other debt — notes and warrants payable 

(Schedule — ) 1 52,600 

Total long-term debt outstanding $3,1 19,800 

Less deductions: 

Items not subject to debt limit: 

Electric utility revenue bonds 5267,900 

Bond anticipation notes payable — special 

assessment fund 80,300 

Street improvement bonds 418,000 

Warrants payable — electric utility fund. . . 3 1,000 

Total $797,200 

Amount accumulated for debt retirement 163,500 

Total deductions 960,700 

Net debt subject to limitation 

Legal Debt Margin — Amount Available for 
Future Indebtedness 


521,407,100* 


5 3,211,065 


2,159,100** 
S 1.051.965 


* This figure should include intangible personal property (securities, receivables, etc.) il subject to local tin- 
tion. If not taxed locally it would provide no assistance in debt service. 

M If there were authorized but unissued bonds which are required to be applied against the limitation, this 
amount ($2,159,100) could be moved under the $960,700 and the unissued bonds added to it. then their total de- 
ducted from the amount of limitation. Or, after rewording the description of the 51, 051, 965, the unissued bonds 
could be deducted from that amount, to arrive at the debt margin. 


because of debt already owed by larger territorial units in which it is 
located. As a result, a given parcel of real estate or object of personal 
property may be the basis of debt beyond the so-called “legal limit” and 
also may be subject at a given time to assessments for the payment of taxes 
to retire bonds issued by two or more governmental units. When this 
situation exists, it is described as “overlapping debt.” 

The extent to which debt may overlap depends upon the number of 
units represented within an area which are authorized to incur longterm 
indebtedness. These may include the state, county, township, city, school 
board, library board, hospital board, and probably others. To show the 
total amount of fixed debt against property located within a given juris- 
diction, a statement of direct and overlapping debt may be prepared. A 
statement of this type begins with the direct debt, which is that owed by 
the governmental unit represented by the statement. To this direct debt 
are added amounts owing by other units and authorities which levy taxes 
against the same property on which the direct debt is based. A statement 
of direct and overlapping debt is shown in Illustration 14-8. 
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Illustration 14-8 

CITY OF KINGSTON 
Statement of Direct and Overlapping Debt* 



September 30, 1969 



Gross Debt 
less Sinling 

% of Debt 

A pplicable to 

City of Kingston 


Fund Assets 

City of Kingston 

Share of Debt 

Taxing Authority 

City of Kingston 

Si 5,971,417,74 

100.0 

SI 5,97 1, 4 17.74 

Kingston Independent School 
District 

.... 10,677,700.88 

95.7 

10,218,559.74 

McLennan County 

.... 1,309,319.77 

69.7 

912.595.88 

La Vega Independent School 
District 

.... 1,788,295.13 

37.8 

675,975.56 

North Kingston Water Supply 
District 

240,943.60 

100.0 

240,943.60 

Total Direct and Overlapping 
Debt 



S28.019.492. 52 


* Derived from a similar statement in the annua! financial report of a municipality. 


Other statements of long-term general debt 

Although the major kinds of statements by which governments en- 
deavor to explain their long-term debt have been discussed and illustrated 
above, there are a few others which should be mentioned. One of these is 
the statement of changes in bonds payable, or bonds and notes payable, 
during a fiscal period. The nature of this statement is shown in Illustration 
14 - 9 . 

In order to give a clearer representation of their debt position, some 
governmental units prepare a statement of debt which has been authorized 
but is unissued at the date of reporting. The usual composition of this 
statement is a detailed listing of authorizations having an unissued balance. 


Illustration 14-9 


CITY OF MONTGOMERY 

Statement of Changes in General Long-Term Debt 
For 1969 


Names of Indebtedness 

Outstanding 
December 31 , 
1968 

Retired or 
Issued Ref tended 

during 1969 during 1969 

Outstanding 
December 31, 
1969 

4 percent serial bonds 

S4S0.000 

... 

S40.000 

5 440,000 

4 Yi percent refunding bonds. . . . 

, , . . . ... 

5300,000 

... 

300,000 

4 percent sinking fund bonds. . . 

200.000 

. . . 


200,000 

General improvement bonds. . . . 

175.000 

. . . 

25,000 

150,000 


S855.000 

S3 00,000 

565,000 

51,090,000 


Note: If a great many issues of debt are outstanding, they could be summarized by kinds (term, serial, etc.) in 
schedules and only the class totals shown in this kind of statement. 
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with a showing for each authorization of the dates, the total amount of 
authorization, and the par value not yet issued. 

A third other form of statement related to bonded indebtedness is a 
combined statement of bonded indebtedness and general fixed assets. 
Formerly, some accountants combined general fixed assets and general 
bonded debts and called the difference an equity figure. This practice had 
no logical basis. Although large amounts of general fixed assets have been 
obtained through use of bond issues, the correlation ceases at that point. 
General bonded debt is not secured by general fixed assets, nor is it 
liquidated by revenue derived from their use. The suggested combinadon 
of general fixed assets and general bonded debt joins all parts of the two 
separate statements (general fixed assets and general bonded debt) into 
one summary. No financial relationship between elements of the two 
groups is indicated or implied. As stated originally, it is a grouping, but is 
not a merger; there is no “balance.” It has had negligible acceptance. 

SELECTED REFERENCES 

Dietrich, O. A. “Accounting for Serial Bonds,” Municipal Finance , Vol. XX, 
No. 3 (February, 1948), pp. 11-13. 

Ellixwood, David M. “Preparing Municipal Bonds for Public Sale,” Munici- 
pal Finance, Vol. XX, No. 1 (August, 1947), pp. 56-60. 

Morey, Lloyd, and Hackett, Robert P. Fundamentals of Governmental 
Accounting, pp. 290-92. 2d ed. New York: John Wiley & Sons, Inc., 1951. 
National Committee on Governmental Accounting. Governmental Ac- 
counting, Auditing, and Financial Reporting, chap, xi, Chicago, 1968. 
Oliver, Fred M. “Interfund Debt,” Municipal Finance, VoL XXI, No. 1 
(August, 1948), pp. 47-50. 

Tannery, Fladger F. State Accounting Procedures, pp. 246-51 and 256-65. 

Chicago: Public Administration Sendee, 1943. 

Tenner, Irving, and Lynn, Edward S. Municipal and Governmental Account- 
ing, pp. 192-95 and chap, xviii. 4th ed. Englewood Cliffs, N.J.: Prentice-Hail, 
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QUESTIONS 

1. In some jurisdictions the statutory debt limit rate is low, but overlapping 
debt is not prohibited. From the standpoint of the property owner and 
taxpayer, how does that situation compare with a relatively high total 
limitation, such as 15 percent? 

2. Payments of bond principal and interest and management of investments 
designated for debt retirement are frequently in charge of banks, trust 
companies, etc., serving as fiscal agents. Considering that the cost of such 
service is an additional cost of indebtedness, how can it be justified? 

3. Holders of governmental debt instruments do not ordinarily have the right 
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of foreclosure as a means of enforcing payment of interest and principal. In 
view of this fact, how can vou account for the relatively low rates of inter- 
est on government debt? 

4. Governmental organizations, especially utilities, arc the target of a great 
many legal actions on account of alleged damages of one sort or another. 
Should the total amount of such claims pending at the end of a fiscal period 
be recognized as cither ascertained or contingent liabilities? Give a reason 
or reasons for your answer. 

5. What is the difference between “accrued bond interest" and “matured in- 
terest coupons payable" in a balance sheet? 

6. Is the amount of debt margin of a governmental unit relatively permanent 
from year to year? Explain your answer. 

7. In some governmental jurisdictions the calculation of debt margin must 
take into account the amount of bonds authorized but not issued. This re- 
duces borrowing power at a given date. What do you think is the reason 
for including authorized but unissued bonds? 

8. In accounting for long-term debt and interest, some question may arise as 
to the proper time to transfer from the “to be provided" classification to 
the “provided” classification. Since that is not a contractual situation, what 
practice or policy should be followed? 

9. a) When long-term debt is issued at a premium or discount (some gov- 

ernmental units prohibit the latter), what is the effect on the state- 
ment of debt, that is, amount to be provided and amount of liability? 
b) Would your answer be the same if the issue were at a premium which 
is required to be set aside for payment of interest or of principal? 

10. A governmental unit issued S100,000 par value of 3 percent bonds due 10 
years after August 1, 1969. The bonds were sold at par and accrued in- 
terest on November 1, 1969. Show how the principal and interest would 
appear in a statement of bonded debt and interest at December 31, 1969. 

11. If a governmental unit issues indebtedness to the legal limit in a given 
year, it might conceivably have a negative debt margin or borrowing 
power in a subsequent year without a change in the debt limit law and 
through no error or irregularity of administration of debt. Explain briefly 
how this can happen. 

12. Can you think of any important fact revealed by a statement of general 
bonded debt and interest which is commonly overlooked by the public? 

PROBLEMS 

1. Below are stated a number of imaginary transactions which indirectly 
affect members of a general long-term debt and interest group of accounts. 
You are required to make for each a journal entry to show how it affected 
elements of the general long-term debt and interest group. Explanations 
may be omitted. 

(1) The general fund disbursed S21,000 for interest on an issue of general obligation 
serial bonds. The amount had not previously been segregated for the purpose. 
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(2) A debt service fund, on January t, disbursed $10,000 for interest on an issue of 
general obligation term bonds. The amount had been accumulated in the previous 
fiscal year. 

(3) A special tax levy of $50,000, designated to provide cash for retirement of serial 
bonds which had been issued some years previously, was recorded by a debt service 
fund. An estimate of S 1,000 for uncollectible taxes was recorded simultaneously. 

(•1) A $500,000 issue of serial bonds was sold for S5 12,500. The premium was trans- 
ferred to a debt service fund where it was designated for payment on principal of 
the issue. Total interest payments over the life of the issue were calculated at 
$297,800. 

(5) A summary of debt service funds operations during the year showed additions of 
$120,300 for liquidation of principal and $18,990 to be applied on interest. The 
effect of these increases had not been recorded in the general long-term debt and 
interest group. 

(6) $250,000 par value of general obligation serial bonds were issued in partial refund- 
ing of a $300,000 par value issue of term bonds. The difference was settled with 
$42,500 which had been accumulated in prior years in a debt service fund, and the 
balance by a general fund disbursement from cash which had not been segregated. 
Future interest payments on the term bonds was $17,000, none of which had been 
accumulated at the refinancing date. Estimated interest requirements on the new 
issue totaled $8S,200. 

During 1969 the transactions stated below were performed by the city of 
Plymouth. All affected its general lono-rerm debt and interest status. You 
are required to make entries in general journal form to show the effects 
of the transactions on the debt and interest group. Omit explanations, but 
number each entry to agree with the transaction. As used for some 
transactions of this problem, Interest Payable in Future Years will mean 
Interest Payable in the Future. 

(1) A $150,000 issue of five-year notes payable was sold on March 1. The rare of 
interest was 5 percent, payable March 1 and September 1. 

(2) $300,000 par value of serial bonds were issued on October 1. $60,000 par value of 
the issue was scheduled to mature each year beginning October I, 1970. Interest 
at 4 percent per year on the issue is payable semiannually on April 1 and October 1. 
Identify as 4 percent serial bonds payable (1974). 

(3) $100,000 par value of term bonds were sold at 102, and the premium was trans- 
ferred ro a debt service fund and designated for use in paying interest on the 
bonds. The date of issue was May I , with retirement on May 1, 1989. The rate of 
interest was 5 percent per year, payable November 1 and May 1. 

(4) $500,000 par value 4 1 2 3 4 5 6 7 ■> percent term bonds, scheduled to mature on February 1, 
1979, were retired as of February I, this year, after interest due on this date had 
been paid by the general fund. The retirement was accomplished with a cash pay- 
ment of 5200,000 from a debt service fund and the issue of $300,000 of 4 percent 
refunding bonds to mature on February 1, 1984, interest payable August I and 
February 1. Identify as 4 percent refunding bonds payable (1984). 

(5) Hie city annexed territory which included a village with $80,000 par value of 5 
percent serial bonds still outstanding. Assumption of the debt occurred on Sep- 
tember 15. $10,000 of the issue was scheduled to mature January I, 1970, with 
$10,000 additional maturing each six months thereafter. The village had no ac- 
cumulation of money for payment of principal or interest. Interest dates arc 
January 1 and July 1. 

(6) Records of the city treasurer showed gross additions of $63,000 to debt service 
funds during 1969, of which $9,000 was for principal and the remainder for in- 
terest. This total included the amount listed in transaction 3. 

(7) Interest on all general long-term debt referred ro in transactions 1-5, inclusive, 
was paid when due in I960, Debt service accumulated funds were provided for the 
three issues referred to in transactions 3 and 4. 
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3. At December 31, 1968, the general long-term debt and interest group of 
die city of Plymouth (Problem 2) had the following trial balance: 

CITY OF PLYMOUTH 

General Long-Term Debt and Interest Group 
Trial Balance, December 31, 1968 


Debit Credit 

Amount provided for retirement of bonds and 

notes $ 263,100 

Amount to be provided for retirement of bonds 

and notes 881,900 

Amount provided for payment of interest 54,200 

Amount to be provided for payment of interest 191,800 

4J A percent term bonds payable S 500,000 

Sinking fund bonds payable 200,000 

4 percent serial bonds payable 120,000 

4 percent refunding bonds payable 250,000 

Deficit funding notes payable 75,000 

Interest payable in future years 246,000 

SI, 391,000 $1,391,000 


You are required to do the following things: 

a) Establish T accounts containing the balances of general long-term debt 
and interest items as revealed by the preceding trial balance. 

b) Post to them, and any required new accounts, the entries for Problem 2. 

c) Foot the T accounts, find their balances, and prepare a statement of 
general long-term debt and interest for December 31, 1969. 

4. During 1969 the town of Munster engaged in a number of transactions 
which affected general long-term debt and interest accounts, in addition 
to accounts of the transacting funds. For each transaction you are required 
to make an appropriate entry or entries in the transacting fund or funds, 
unless otherwise specified, and in the long-term debt and interest group. 
Routine interest payments during the year and year-end adjustments are 
to be omitted. Explanations are not required for journal entries but trans- 
action numbers should be shown for all entries. Record debt and interest 
group entries in one column and related fund entries in a parallel column. 
Do not voucher cash disbursements. Show fund to which each related 
entry pertains. Ignore encumbrances for general fund expenditures. 

(1) A debt service fund recorded an expenditure and liability for 550,000 of 5 percent 
serial bonds maturing during the year. No assets had been segregated. 

(2) 530,000 par value of 4 percent term bonds with five more years to run were called 
during the year at 104. Par value, premium, and six months’ interest were recorded 
as debt sendee fund expenditures and liabilities (credit Matured Bonds Payable, 
Premium Payable on Bonds, and Accrued Bond Interest.) No assets had been 
segregated for any part of this transaction. 

(3) For a debt sendee fund operating according to an accumulation schedule, the re- 
quired addition during 1969 was 565,240 and required earnings were 542,900. The 
required addition was received from a revenue fund, and the debt sendee fund col- 
lected 544,5 1 3 cash earnings on investments. Amortization of discount and premium 
on investments amounted to$333and 5470, respectively. (For the debt service fund 
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make only the closing entries for the foregoing information and omit the revenue 
fund entry.) All accumulations were for retirement of principal. 

(4) An $800,000 issue of 3)4 percent serial bonds was sold at 103 during the year. The 
capital projects fund which sold the bonds transferred the premium to a debt service 
fund, which credited it to Revenues. Beginning two years after date of issue, the 
bonds mature in the amount of $200,000 biennially. The premium is to be used for 
debt retirement. 

(5) A $300,000 issue of 5 percent term bonds was recorded in a debt service fund, 
which had been operated to accumulate assets for retirement of the debt. 

(6) A capital projects fund sold $400,000 par value of 10-year, 4)4 percent term bonds 
for 99 and accrued interest of $3,000. The accrued interest sum was transferred to 
a debt service fund, which will provide principal and interest service on the obli- 
gation. 

(7) The general fund having accumulated a deficit of $98,709, it was decided to fund the 
deficit by issuing $100,000 of 4)4 percent serial bonds, to be retired in 10 equal 
annual installments beginning on the first anniversary of the issue. The sale was 
accounted for through a debt service fund which immediately transferred all cash 
from sale of the bonds, at par, to the general fund. (Theoretically, this transaction 
is not a proper function of a debt service fund. The deficit is being funded here, not 
refunded.) 


5. The town of Center Point is located in a state having a constitutional 
debt limit of 3 percent of gross assessed value of real estate and tangible 
personal property situated within the jurisdiction of any governmental 
unit. Below is given a collection of information about the imaginary 
municipality. Some is pertinent to debt limitation, some is not. You are 
required to select the pertinent information and, from it, prepare a state- 
ment of legal debt margin for the effective date of the information given, 
December 31, 1969. Recognize debt which is authorized although unissued. 

(1) In a brochure about tourist attractions in the community, it was asserted that the 
value of all wealth in the town doubtless exceeded $2 billion. 

(2) In the calendar year 1969, the town paid $205,000 interest on long-term indebted- 
ness. 

(3) There is a statewide tax rate limit of 2 percent. 

(4) Mortgage, veterans’, and other exemptions applicable to the assessed value of 
real estate and tangible personal property as of December 31, 1969, totaled 
$ 20 , 010 , 000 . 

(5) Assessed value of real estate and tangible personal property in Center Point was 
$261,350,000. 

(6) Various federal, state, and local governmental agencies; religious, eleemosynary, 
and veterans’ organizations; and educational institutions owned property, not in- 
cluded on the tax records, of which the estimated value was $394,881,000. 

(7) Outstanding indebtedness at December 31, 1969 consisted of: 


Disaster relief bonds of 1968 $ 730,000 

General special assessment bonds 580,000 

Vouchers payable for goods and services, all funds. . . . 2S3.161 

4 percent serial bonds, $60,000 maturing annually, 

beginning July 1, 1970 600,000 

Sinking fund bonds 150,000 

Electric utility revenue bonds 690,000 

Industrial development bonds of 1969 (outstanding). . . .2,500,000 


(8) $500,000 unissued industrial development bonds were in the treasury. 

(9) $90,000 was accumulated, in various funds, for long-term debt retirement. 

(10) The electric utility bonds do not contain a full faith and credit guaranty. 
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In determining items to be included in the statement of debt margin, 
follow general principles governing such a statement. The long-term 
debt outstanding may be detailed in the statement; or scheduled, with a 
total amount in the statement. 

In preparation for an ambitious program of public improvements, the 
city council and administration, city of Jackson, took steps to formalize 
the records of the municipality’s debt position. An accountant employed 
to investigate and to organize his findings produced the following listing 
of long-term indebtedness projected to December 31, 1969: 

Deficit funding notes, 5300,000. 

Municipal auditorium bonds, $4,000,000. 

Electric plant bonds, 5250,000. 

Refunding bonds, 5300,000. 

Special assessment bonds, 5200,000. 

Street improvement bonds, S2J0,000. 

Water works bonds, $100,000. 

Golf course clubhouse bonds, $50,000. 

Other information obtained by the accountant included the following 
items: 

(1) Assessed valuation of real and tangible personal property in the city totaled 
562,050,000. 

(2) The rate of debt limitation applicable to the City of Jackson was 8 percent of total 
real and tangible personal property valuation. 

(3) No general liability existed in connection with the special assessment bonds. 

(4) Electric plant, water works, and golf clubhouse bonds were of the revenue variety. 
No general public liability attached to the first and last, but the second carried a full 
faith and credit contingency provision and by law was subject to debt limitation. 

(5) The amount of assets expected to be seerccated for debt retirement at December 51, 
1969 was 5130,000. 

(6) None of the above items would be reduced within less than six months. 

You are required to prepare a statement of legal debt margin for the city 
of Jackson, as of December 3 1, 1969. List all long-term debt as outstanding 
indebtedness. 

. In his initial engagement with the town of Lanesville, an auditor chose 
to prepare a statement of changes in general bonded debt and notes paya- 
ble for the year ended December 31, 1969. There was no organized record 
of such indebtedness at the beginning of the year. The following informa- 
tion was discovered: 

(1) At the end of 1969, 550,000 was still outstanding on an issue of 3 percent serial 
bonds which had been issued in 1962, to mature at the rate of 525,000 per year. 

(2) During 1969 the town paid 520,000 interest on an issue of 4 percent 20-year term 
bonds issued in 1952. 

(3) The general fund having carried a deficit for the past few years, it was decided to 
fund the deficit with an issue of four-year notes totaling $120,000, to be retired at 
the rate of 530,000 per year. The deficit funding notes were to be paid through the 
medium of a debt retirement fund. They were issued on July 1, 1969. 

(4) At the end of 1969, 5100,000 par value of special assessment, full faith and credit 
bonds were outstanding, from an original amount of 5300,000. Annual maturities of 
$25,000 had been paid on schedule. 
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(5) Upon maturity of $400,000 of sinking fund bonds scheduled to mature in 1962, only 
$100,000 of assets was available for their retirement. Interest on the issue having 
been paid regularly, it was possible to refund the unpaid balance without difficulty, 
for which purpose an issue of 4% percent serial bonds was floated. The refunding 
issue matured at the rate of $30,000 per year. The first payment was made in 1963. 

(6) In 1954 the municipality issued $500,000 of 4 percent serial bonds to finance 
a revenue-producing recreation facility. A scries of 10 payments of $25,000 each 
was scheduled to begin in 1958. Following payment of $250,000, the balance was to 
be retired at the rate of $50,000 per year. Although primarily revenue in source of 
payment, the bonds were full faith and credit instruments. 

(7) During 1969, a $300,000 issue of 4 ]A percent term bonds matured, with little pro- 
vision having been made for their payment. The bonds were closely held, and ar- 
rangements were made with holders of all but $25,000 to accept 4\4 percent refund- 
ing serial bonds. Cash was paid to creditors who declined to accept refunding bonds. 

You are required co analyze the above information and prepare a state- 
ment of changes in general bonded debt and notes payable for Lanesville 
for 1969. It is to be assumed that all provisions for payment have been com- 
plied with. 


8. From the annual reports of the city of Greenville, an accountant computed 
the following statistics of population, property assessments, and indebred- 


ness 

at June 30 of three consecutive years: 




Estimated 

Assessed 

Gross 

Special 


Amount in 


Popula- 

Value oj 

Bonded 

Assessment 

Utility 

Retirement 

Year 

tion 

Property 

Debt 

Bonds 

Bonds 

Funds 

1967 

104,620 

$199,660,000 

$26,807,000 

$2,318,000 

$7,688,000 

$ 986,000 

1968 

112,990 

221,368,000 

31,555,000 

1,904,000 

6,932,000 

1,203,000 

1969 

120,850 

230,079,000 

38,001,000 

2,532,000 

6,117,000 

829,000 


None of the special assessment or utility bonds are “full faith and credit" 

debts. You arc required to do the following things: 

a ) Under some simple heading such as “Schedule of Deductions: June 30, 
1967, 1968, and 1969,” prepare a summary of deductions from gross 
bonded debt for each date indicated. 

b) Using the above information and your schedule, prepare a statement in 
good form to show the ratio of net bonded debt to assessed value of 
property and the average of net bonded debt per capita. Compute the 
former to tenths of a percent, and the latter to cents. 

c) State what, if any, economic weakness exists in the net bonded debt 
per capita concept. 


9. At April 30, 1969, all property inside the limits of Oakland City was situ- 
ated within five governmental units, each authorized to incur long-term 
debt. At that date, net long-term debt of the five was as follows: 


Fairfield County $ 496,200 

Blue River Township 62,800 

Oakland City — civil city' 5,988,700 

Oakland City — school district 3,009,500 

Oakland City 7 — general hospital 299,100 


The last three have common territorial limits. 

Assessed values of property at the same date were: county, 5280,400,000; 
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township, Si 54,220,000; city, 598,140,000. You nrc required to do the foliow- 
ing things: 

n) Prepare a statement of direct and overlapping debt for Oakland City. 

b) Compute the actual ratio (in percent, carried to tenths) of total debt 
applicable to Oakland City property to assessed value of property 
within the city limits. 

c) Compute the share of the city’s direct and overlapping debt which 
pertained to the Reliable Manufacturing Company, having an assessed 
valuation of $4, 907, 000 at April 30, 1969. 

10. Your examination of the financial statements of the town of Ecalpon for 
the year ended June 30, 1969 disclosed that the town’s inexperienced book- 
keeper was uninformed regarding governmental accounting and recorded 
all transactions in the general fund. The following general fund trial bal- 
ance was prepared by the bookkeeper: 


TOWN OF ECALPON 

General Fund Trial Balance 
June 30, 1969 


Cash 

Accounts receivable 

Taxes receivable, current year 

Tax anticipation notes payable 

$ 12,900 

1 ,200 

8,000 

$ 15,000 

Appropriations 


350,000 

Expenditures 

Estimated revenues 

Revenues 

344,000 

290,000 

320,000 

Town property 

Bonds payable 

Fund balance 

16,100 

36,000 

23,200 


S708,200 

$708,200 


Your audit disclosed the following: 

(1) The accounts receivable balance was due from the town’s water utility for the sale 
of scrap iron. Accounts for the municipal water utility operated by the town are 
maintained in a separate fund. 

(2) The total tax levy for the year was $280,000, of which $10,000 was abated during 
the year. The town’s tax collection experience in recent years indicates an average 
loss of 5 percent of the net tax levy for uncollectible taxes. 

(3) On June 30, 1969 the town retired at face value 4 percent general obligation serial 
bonds totaling $30,000. The bonds were issued on July 1, 1967 in the total amount 
of $150,000. Interest paid during the year was also recorded in the Bonds Payable 
account. 

(4) At the beginning of the year, to sendee various departments, the Town Council au- 
thorized a supply room with an inventory not to exceed $10,000. During the year 
supplies totaling $ 1 2,300 were purchased and charged to Expenditures. The physical 
inventory taken at June 30 disclosed that supplies totaling $8,400 were used. 

(5) Expenditures for 1969 included $2,600 applicable to purchase orders issued in the 
prior year. Outstanding purchase orders at June 30, 1969, not recorded in the ac- 
counts, amounted to $4,100. 

(6) The amount of $8,200, due from the state for the town’s share of state gasoline 
taxes, was not recorded in the accounts. 
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(7) Equipment costing $7,500 was removed from service and sold for $900 during the 
year and new equipment costing $17,000 purchased. These transactions were 
recorded in the Town Property account. 

You are required to: 

a) Prepare the formal adjusting and closing journal entries for the general 
fund. 

b) Prepare the formal adjusting journal entries for any other funds or 
groups of accounts. (The bookkeeper had recorded all transactions in 
the general fund.) 

(AICPA, adapted) 

CONTINUOUS PROBLEM 

14-L. As of the beginning of the current year, the city of Bingham had the 
following bond issues outstanding: 

Description of Issue No. of Vrs. Face Amt. Out- Amt. Provided 

(All bonds are dated July 1 of the to Final standing at for Retirement 
year of issue.) Maturity Beginning of Yr. of Issue 

5% General obligation, 40-ycar 

term. No sinking fund 1 $200,000 $ 50,000 

4p4% General obligation, 40-year 

term. No sinking fund 3 200,000 40,000 

4po% Special Assessment, 20-ycar 

serial 5 100,000 None 

4% General obligation, 20-year 

Sinking fund 10 600,000 260,380 

3}<i% General obligation, 25-ycar 

term. No sinking fund 15 500,000 None 

3 %% General obligation, 20-year 

term. No sinking fund 15 500,000 None 


You arc required to: 

a) Open a general journal for the general long-term debt group of 
accounts. 

(1) Enter the above information in the general journal in con- 
formance with National Committee on Governmental Account- 
ing recommendations. 

(2) Enter pertinent transactions from Problems 1-L through 12— L. 
You need not refer to 13-L. 

b) In order to provide for the retirement of bond issues with early 
maturities or high interest rates, the City of Bingham plans on an 

f issue of 20-ycar, 3 'A percent general obligation bonds. Before de- 

termining the amount of the issue, the controller asks you to com- 
pute the legal general obligation debt margin of the city. The gen- 
eral obligation debt limit of a municipality in this state is 7 percent 
of the assessed value of property located within a governmental 
unit's geographical boundaries. The basis for assessment is fixed by 
law as one third of the “true cash value” of real and personal prop- 
erty. Some assessors attempt to adhere to the law; others ignore it. 
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A noted macrocconnmist, R. C. Burner, computed the “gross Bing- 
ham product” as $800,000,000. The “true cash value” of the real 
and personal property within the city limits of Bingham, as of the 
last assessment date, was estimated to be $400,000,000 by the local 
newspaper editor, who maintains that everybody (except the news- 
paper) must have been underassessed, because the total assessed 
valuation of real and personal property on that date amounted to 
only SI 20,000,000. 

c ) Prepare a statement of general long-term debt as of the end of 
die year. 



Chapter 15 

Special Features of Property 
Tax Accounting 


A property tax, as the term is commonly employed, is an ad valorem 
tax on tangible or intangible property. The theoretical basis for valuation 
of property subject to such a tax is estimated cash value or some percen- 
tage thereof. For some kinds of property subject to fairly precise classifi- 
cation, there may be schedules of values. As an example of the latter 
method, automobiles and trucks may be classified by make, model, and 
year of manufacture, and a standard value assigned by a state tax authority 
to units in each class. Ad valorem taxes are largely devices of local units of 
government, most of which use them to supplement revenue received 
from other sources. Many state governments have abandoned property 
taxes, and at least one which retains this form apparently does so as a 
token of its legal right to employ such a tax, judging from the low rate 
(one cent per $100) of its long-time annual levy. 

For purposes of taxation, property is frequently divided into four 
different classes, as follows: 

1. Real estate, including land and buildings, except that owned by privately 
owned utilities. 

2. Tangible personal property, including household goods, automobiles, ma- 
chinery, equipment, inventories, livestock, etc., except such items as are 
owned by privately owned utilities. 

3. Intangible property such as securities, notes and accounts receivable, bank 
deposits, etc. 

4. Property of privately owned utilities. 

From an accounting standpoint, classification of taxable property is 
significant for three reasons: 

1. The mechanics of inventory and valuation — that is, assessment — of property 
may vary according to its classification. 

2. The rate of taxation may vary according to the class of property repre- 
sented, for example, tangible or intangible. 

3. The methods of levying and collecting taxes are likely to van’ with the 
classification of property’. 


452 
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Although classification, assessment, fixing of rates, spreading (record- 
ing) the levy, and collection of taxes seem to he outside the field of 
accounting, governmental accountants should possess a clear understand- 
ing of the basic procedures underlying the budgeting, collection, and 
expenditures of taxes for which they must do the accounting. 

Assessment of property 

Methods to be used in the assessment of taxable property tend to vary 
with the class of property. Using practices followed in one midwestern 
state as examples, the following methods may be cited: 

1. Land and buildings not owned by utilities. A general reassessment is 
conducted not oftener than every four years, upon petition of property' owners 
in townships or counties or upon order of the state board of tax commis- 
sioners or the state general assembly'. Reassessment is conducted more or less 
by schedule and formula, presumably based on actual cash value. Improve- 
ments added or removed between general assessments are reported to and 
recorded by local assessors. Land and building assessment values are filed in 
the county auditor’s office. 

2. Tangible personal property of most kinds is assessed annually. House- 
hold goods are exempt from taxation and mobile homes are assessed according 
to a special plan. Assessment of tangible personal property previously was 
supposed to be based upon actual physical count and valuation by township 
assessors, supervised by a county assessor. Recently the system has been modi- 
fied to provide that individual taxpayers shall report their taxable tangible 
property on forms prescribed by a state agency'. In its initial stages this pro- 
cedure has been supplemented to some extent, by personal help rendered by 
township assessors. Assessment sheets originated by property owners are 
systematically arranged and filed in the county assessor’s office, where they 
are open to public inspection. The valuation of tangible personal property 
for taxation is legally supposed to be. one third of actual cash value. At best 
the taxable value arrived at is far from scientific, affected both by r the diffi- 
culty of ascertaining cash value without actual sale and the degree of care 
and honesty exercised by the property owner in preparing his return. To a 
considerable extent the procedure described is self-assessment. 

3. Taxation of intangible personal property is based upon self-assessment 
by' the property' owner. On a form prescribed by a state agency, the property' 
owner lists his taxable intangibles and shows their value at the end of the y r ear 
for which taxes are pay'able. The total value arrived at is subject to taxation at 
the rate of five cents for each $20 of valuation, or portion thereof. The 
nominal rate of taxation, 0.25 percent of value, has been made low as an in- 
ducement for owners of intangibles to report a form of property which is 
rather easily' concealed. Originally the tax was collected by county treasurers 
by' the sale of intangibles tax stamps and remitted to the state treasurer, after 
which a considerable portion was returned to units of local government. With 
the advent of direct collection by' the state, only minor amounts are returned 
to the local units. 

4. Property of privately' owned utilities is assessed by' the state board of 
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tax commissioners. The state board reports to each county assessor the final 
valuations for utilities in his county. 

For taxation of real estate and most tangible personal property, the focal 
date is March 1 of each year. Whoever owns those classes of property on 
that day is the owner of record for tax purposes. Incidence of taxes on 
intangibles and at least one kind of tangible property (mobile homes) is 
based upon detailed provisions of special laws applying to them. Property 
taxes, except in the special cases mentioned above, which become a 
liability in one calendar year are payable in the next one. It should be 
borne in mind that this discussion of property assessment relates to one 
state only. 

Estimating property tax requirements 

As indicated above, property taxes for many units of local government 
are residual sources of revenue. This means that total requirements for a 
governmental unit are ascertained; from this is deducted the total of 
financial assistance expected from other sources; and the remainder is the 
amount that must be derived from property taxes. Thus, it may be that a 
governmental unit, on the basis of an estimated balance sheet for the end 
of the present fiscal period, expects to have net unappropriated assets 
which will be carried over for use in meeting the next year’s requirements. 
In addition, it may anticipate receiving revenue from licenses and permits, 
fines, forfeits and penalties, and revenue from other agencies. The amount 
to be raised from property taxes, then, will be the excess of total require- 
ments (as evidenced by the approved expenditures budget) over the sum 
of the estimated carry-over and the nontax revenues for the year. Re- 
duced to summary form, the relationship is as follows, using assumed 
figures: 

Total estimated requirements for year, as shown by ap- 
proved budget 

Less: Fund balance, end of preceding year S12.000 

Revenue from sources other than property taxes... 46,000 
Amount to be raised by property taxes 

The amount to be shown as the expected fund balance at the end of the 
preceding year is definitely an approximation. Since budgets are usually 
made several months before the beginning of the year to which they 
apply, it is necessary to project the present year’s operations to the end of 
the year as follows: 

1. Assume that a budget for 1970 is being prepared as of July 31, 1969. 

2. The actual fund balance at July 31 will be ascertained. 

3. To the actual balance at July 31 will be added the expected revenue for 
the remaining five months; and from this sum, expected expenditures will 
be deducted. 


$ 120,000 

58,000 
$ 62,000 
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4. The figure resulting from item 3 will be the expected fund balance at 

December 31, 1969. 

A better form of summary statement containing this and other pertinent 
information is shown in Illustration 1 5-1. 

Among local governmental units, which operate to a considerable 
extent on property taxes, a special financing problem arises from the fact 
that tax revenues for a given year, collected in semiannual installments, 
may not be available for some months after the year has begun. As an 
example, in one state the first and second instillments of property taxes arc 
not required to be paid until the first Monday in May and November, 
respectively. All property taxes are collected by the county treasurer; and 
on account of details involved in distribution, the proceeds do not actually 
become available to other funds and units for disbursement until June and 
December, respectively. Since the costs of government tend to accrue 
more or less evenlv by months, it is apparent that the lag in distributing 
tax money creates a financing problem. One or both of two methods are 
utilized to finance operating costs pending the receipt of property tax 
distributions, as follows: 

1. Short-term borrowing, ordinarily in the form of tax anticipation loans. 

2. Inclusion in the requirements for a given year of a “working balance - ’ to 
be carried into the next year. The maximum amount of working balance 
which can be provided for in a budget may be regulated by law or ordinance, 
as, for example, a specified percentage of estimated costs during the first six 
months of the following year. A working balance does not require a formal 
appropriation but only a tax levy high enough to provide an unappropriated 
balance of the desired size. The intended purpose of a working balance is to 
prevent a shortage of cash in the early part of the following year, rather than 
to increase authorizations to spend. 

Of the two methods described, the latter appears to be more economical, 
since borrowing entails interest charges. Actually, working balances have 
frequently been abused by utilizing them as bases for additional appropri- 
ations. Having been provided with an adequate working balance for the 
early months of a subsequent period, public officials sometimes request 
additional appropriations for purposes represented to be highly important. 
Often, these additional appropriations have been financed from the in- 
tended working balance. The entry to record such an additional appropri- 
ation is as follows: 

Fund Balance 1,000 

Appropriations 1,000 

To demonstrate the method of determining how much revenue must 
be supplied by property taxes, the following assumed information is given 
and then formalized in Illustration 15-1. 
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Budget and tax collection year 1970 

Nominal date of preparing budget and estimate of taxes July 31, 1969 

Actual balance in fund at July 31, 1969 218,000 

Expected amount of taxes to be received in December, 1969, 

settlement 311,000 

Other receipts expected in the period August 1 -December 31, 

1969 52,000 

Estimated total expenditures for the period August 1-Decembcr 31, 

1969 401,000 

Total budget requirements for year 1970 822,000 

Necessary working balance for beginning of 3971 173,000 

Receipts expected from sources other than property taxes (1970) . . 136,000 


The calculation in Illustration 15-1 has been simplified as compared 
with requirements in actual practice, where all amounts must be substanti- 
ated by reference to schedules or other sources of information. 

Illustration 15-1 

CITY OF VANDALfA 
General Fund 

Statement of Amount to Be Raised by Property Taxes for 1970 
July 31, 1969 


Requirements : 

Estimated expenditures, balance of 1969 $ 401,000 

Proposed appropriation for 1970 822,000 

Estimated working balance required for beginning of 1971 173,000 

Estimated total requirements 51,396,000 

Resources other than tax levy for 1970: 

Actual balance, July 31, 1969 $218,000 

Amount to be received from second installment of 1969 taxes. . . 3 1 1,000 

Miscellaneous receipts expected during balance of 1969 52,000 

Revenue expected from sources other than property taxes 

during 1970 136,000 

Estimated total resources other than tax levy 717,000 

Estimated amount required from property taxes in 1970 S 679,000 


While the actual calculation of a required tax levy is likely to be more 
complicated than indicated above, Illustration 15-1 demonstrates all the 
fundamentals of such an operation. 

Determination of tax rates 

The determination of a tax rate is principally a process of dividing 
requirements by net assessed valuation. A method for calculating the 
amount required to be raised by property taxes was described in the 
preceding section; and property valuations, as well, have already been 
discussed. However, net assessed valuation for tax purposes is likely to be 
less than the total assessed valuation, which, it should be pointed out, does 
not even include govcrnmentally owned property; property owned and 
used exclusively for occupancy by religious, charitable, 3nd fraternal 
organizations; and various other similar classes, all specifically excluded by 
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law. 1 The difference between total assessed valuation and net assessed 
valuation arises from individual exemptions provided by law and ordinar- 
ily granted upon the basis of annual applications filed by the property 
owners. Among the forms of individual exemptions arc the following: 

1. Homestead exemptions. Under this form of relief a home owner is 
granted an exemption of a given amount which is applied against the assessed 
valuation of his home, the excess of the latter over the former being the net 
assessed valuation subject to taxes. 

2. Mortgage exemptions. This form of exemption is intended to give some 
tax relief to property owners paying interest on indebtedness against the prop- 
erty being taxed. In one state with a mortgage exemption law, a given owner 
of real estate is entitled to one mortgage exemption of SI, 000, or one half the 
assessed valuation of the property, whichever is less. Although applicable to all 
kinds of real estate, the exemption was intended to provide a limited measure 
of homestead relief. 

3. Military service exemptions. The terms of this form of exemption are 
variable. The factors determining eligibility and the amount of relief available 
may be the period of service, the degree of disability, and the nature of the 
property owned. 

4. Blind person exemptions. The nature of this form of exemption is mani- 
fest from the title, but legal eligibility of a given person may depend upon the 
nature of the property owned and the general economic status of the individual. 

5. Exemption based on age and economic status. This form of exemption 
is based upon the relationship of three variables: age, assessed value of taxable 
property owned, and annual income as defined by the applicable law. 

All the above forms of exemption are of vital concern to the chief 
accounting officer because of their direct bearing upon details of the 
property tax levy, the application of which to individual properties and 
taxpayers is distinctly an accounting function. An idea of the amount of 
detail involved in crediting individual properties and taxpayers with ex- 
emptions to which they are entitled may be gained from the following 
summary of tangible property valuations and exemptions in one county 
for a recent year: 

Total property subject to taxes 

Exemptions: 

Mortgage 

Veterans 

Old age 

Religious, charitable, etc., organizations 

Total exemptions 

Net Assessed Valuation 

* This figure excludes possibly $200,000,000 or more of property serviced by the county, city, 
and township governments. This is mostly state owned property but includes property owned by 
the federal government, labor unions, lodges, veterans’ organizations, fraternities, sororities, local 
schools, etc. 

1 Governing bodies of excluded property' may be required to file reports sub- 
stantiating claims for exclusion. 
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Tax rates axe likely to be determined some months after the legal 
assessment date for properties to which the rates will be applied. Thus, the 
legal assessment date may be March 1, with budgets approved in Septem- 
ber or October. In the meantime, property owners will have filed applica- 
tions for exemption, and the net assessed valuation of properties will have 
been definitely ascertained and the total requirements from property taxes 
established. The tax rate, then, is calculated in the following manner: 

Property Tax Requirements Net Assessed Valuation = Tax Rate 

If the tax rate is calculated in terms of cents or in terms of dollars and 
cents per hundred dollars of valuation, it is likely to be rounded to the 
nearest even cent. To illustrate, if the rate calculated is $0,737 per 
hundred, it is likely to be rounded to $0.73 or $0.74. The advantage of this 
practice lies in the fact that the tax rate must be applied to a great many 
individual valuations, and shortening the rate by one digit effects a mate- 
rial saving of time. It is clear that rounding to a higher figure would yield 
more revenue than the amount estimated as necessary, whereas rounding 
to the lower figure might bring appreciably less than called for in the 
estimate of taxes to be raised, if the lower rate is adopted, what item or 
items in the budget would be reduced? Probably none, because the 
working balance, being a more or less flexible figure, could be made to 
absorb the reduction with little or no disturbance. This is not an invariable 
rule but merely suggests a timesaving possibility. 

As an example of how the tax-rate formula is applied, let it be assumed 
that the assessed valuation of taxable property is $52,000,000, with individ- 
ual exemptions of $870,000, and that the amount to be raised by property 
taxes is $617,000. The tax rate would be calculated in the following 
manner: 


Tax rate = 


$ 617,000 

($ 52 , 000,000 - $ 870 , 000 ) 


0.012067 


For publication to taxpayers, the resulting decimal may be converted to 
either a rate per dollar or a rate per hundred dollars. Converting to a per 
hundred dollars basis would produce a rate of Si. 2067. On a per dollar 
basis the rate would be $0.012067. Economy of time would be effected by 
rounding the former rate to $1.21 and the latter to $0.0121. In this 
connection, it may be stated that property assessments are ordinarily made 
in units not smaller than $5; that is, all valuations are multiples of $5. This 
device, like the rounding of tax rates, simplifies the computation of 
amounts to be charged to individual property owners. 


Publication of tax rates 

Since a given article or piece of property may be situated within the 
territorial limits of two or more governmental units having authority to 
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levy taxes, it is apparent that the total tax rate for a given property 
valuation is likely to be a composite rate. For example, the composite rate 
may consist of state, county, township, and municipal levies; and these, in 
turn, may include rates for two or more funds in each classification. In 
order that taxpayers may have advance information about the probable 
amount of their taxes for a given year and may know to what extent the 
various governmental units and funds are responsible for their taxes, the 
law may require the publication of detailed schedules of tax rates. A 
schedule of this kind is shown in Illustration 15-2. In that illustration the 
townships, cities, and towns arc the taxing districts and the composite rare 
for each is shown on the Net Tax Rate line. 

Preparation of tax rolls 

In whatever physical form it may exist, a tax roll is a subsidiary ledger 
in special form which records the amount of taxes owed by each property 
owner within each tax-levying district. A convenient arrangement is to 
maintain a tax roll for each district, since rates are likely to vary from one 
district to another. The effect of this arrangement is that a given taxpayer 
will have an account on the tax roll of each district in which he owns 
taxable property. 

In general, the procedure described below is followed in preparing the 
tax roll or subsidiary ledger for each district: 

1. The valuation of property owned by a given taxpayer is ascertained. For 
real property, this information is obtained from the permanent public record 
of real property (in one state referred to as a “Transfer Book”). One exception 
is property of privately owned utilities, for which valuations may be certified 
by some state regulators" commission. Personal property" valuations, being on 
an annual basis, are obtained from assessing officials. 

2. The amounts of any exemptions to which the taxpayer is entided are 
ascertained and deducted from the gross valuation of the property to which 
they apply, to give the net value subject to taxes. As indicated previously, 
most individual exemptions apply to real property, but some apply to chattels 
as well. 

3. The district tax rate is applied to the net assessed valuation, and the 
product is the amount owed by the taxpayer for the year in question. Since 
valuations for real and personal property" come from different sources, compu- 
tations for each of the two classes of property may be made in separate runs. 
If the tax ledger Is actually a roll, rather than individual cards or sheets for 
each taxpayer, such, a procedure virtually establishes separate ledgers for real 
and personal property" in each district. Thus, real property" taxes of taxpayer A 
will be recorded in one section, whereas those on his personal property will be 
found in another. With regard to taxes on real estate, it should be pointed out 
that the roll or other form of ledger will probably show not only the amount 
due but also the following additional facts as well: 

a) Brief legal description of each parcel of land owned. 

b) Valuation of each parcel. 
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r) Valuation of improvements, with an indication of their legal location. 
il) Amount and nature of exemptions, 

Inclusion of information concerning descriptions and valuations virtually 
constitutes a combined assessment and tax roll; however, the official record of 
assessments consists of those basic documents (transfer books and assessment 
sheets) from which the tax roll is compiled. 

d. In order to provide a current record of all taxes standing unpaid against 
a specific piece or aggregate of property, unpaid taxes of prior years must he 
brought forward and entered with those for the current year. As will he 
indicated later, the transfer operation for prior years is greatly facilitated by 
rhe use of individual ledger cards or sheets instead of the continuous roll 
form of ledger. 

Form of tax lodger 

As indicated previously, tax ledgers arc found in two general forms— 
the roll and the individual record. The roll form of record provides for 
listing the names of taxpayers alphabetically, with a description of rhe 
property, valuation, exemptions, amount of taxes, etc., shown in one 
group for each taxpayer. If taxes arc payable in installments, the amount 
of each installment may he shown. Provision must he included, also, for 
showing delinquent taxes and for payments on both current and delin- 
quent taxes. The mandatory rax roll form used in one state consists of 7 
lettered columns and 15 numbered columns, a cumbersome arrangement. 
Another objection to the roll form of ledger is that it is on an annual basis, 
and amounts not paid at the end of a given year must he transferred to the 
next year’s roll. Furthermore, the tax record of a given piece of real estate, 
often of viral importance in real estate transfers, can he traced only by 
reference to numerous books, some of which may not he easily accessible. 

These objections are overcome in large measure with respect to real 
estate taxes by the use of an individual ledger sheet for each piece of real 
estate (Illustration 15-3). Under this plan, classification of accounts in the 
taxes receivable ledger is by pieces of property rather than by owners. 
One of the chief advantages claimed in favor of the tax ledger account 
plan is that it gives in convenient form a continuous tax record for each 
piece of property. This statement must he modified in parr with respect to 
parcels of land which are divided in transfer, which requires the initiation 
of a new account for each part. Another point in favor of the individual 
ledger form is that it is adaptable to use for machine posting. 

Recording the tax levy 

1 he accounting procedure for recording a tax levy differs from its 
counterpart in the field of commercial accounting, that is, accounting for 
credit sales of goods or services. In commercial practice, it is common b"t 
not universal to summarize the transactions to be posted, either by the use 
of a sales journal or by some other form of recapitulation. From the 
summarized information, postings arc then made to ledger accounts. In 
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accounting for the levy of property taxes, entries are made in the taxpay- 
ers’ accounts, in one form or another, after which the total of all charges 
for current taxes serves as the basis for the general journal and general 
ledger entries to record the levy. This procedure is followed because the 
computation of the amount owed by a taxpayer is based upon the prop- 
erty valuation shown in his ledger account, which obviates the necessity 
of a preliminary entry. If the tax roll form of ledger is used, the amount to 
be debited to Taxes Receivable — Current is the grand total of a Total 
Amount of Current Taxes column. If the individual tax ledger form is 
used, the amount of current taxes charged to each taxpayer must be 
accumulated, mechanically or otherwise, for use in recording the total 
levy. 

Although taxes are given the force of liens against the property to 
which they apply, some loss is unavoidable. Because of the movable nature 
of most personal property, a certain amount of loss is inevitable as a result 
of owners removing from the governmental unit’s jurisdiction without 
payment of taxes standing against the property. Furthermore, public 
officials are usually reluctant to foreclose against household goods and 
other similar property, even if such a step is permitted by law. Even real 
estate sometimes cannot be disposed of for the amount of taxes, interest, 
and penalties accumulated at the date of foreclosure. For the above 
reasons, tax levies should recognize probable loss from uncollectible items. 
As in commercial accounting, probable loss on a given tax levy must be 
estimated largely on the basis of past experience, with due consideration 
to present business conditions and taxpayers’ theoretical ability to pay. 
Assuming total taxes charged in the amount of 5750,000, with an estimated 
rate of loss of 1 percent, the levy would be recorded in the following 
form: 


Taxes Receivable — Current 750,000 

Estimated Uncollectible Taxes — Current 7,500 

Revenues 742,500 


If the governmental unit recognizes only one form of tax revenues, the 
credit of $742,500 would be posted to one account in the revenue sub- 
sidiary ledger. In the event that separate classes of tax revenue arc recog- 
nized — as, for example, from real property and from personal property— 
the entry recording the levy would have to show the amount to be credited 
to each individual tax revenue account In some jurisdictions, legal or other 
requirements specify that appropriations must be made for uncollectible 
taxes. The full amount of the levy is then credited to the Revenues 
account, and the Estimated Uncollectible Taxes account is omitted from 
the entry. Credits for taxes written off are offset by debits to Expendi- 
tures in such jurisdictions. 

It is customary for both the tax roll and the individual rax ledger forms 
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to include columns for interest and penalties. Although interest and penal- 
ties arc not part of the normal tax lew, tlicv mav he recorded periodically 
to avoid delay when the delinquent taxpayer appears to make settlement. 
If the law imposes a flat penalty for failure to pay taxes before a given 
date, the penalty may be charged immediately. As soon as feasible after 
the beginning of the penalty period, an extra charge should be added to 
the account of each taxpayer failing to pay before the penalty date. If the 
penalty' rate is 2 percent, each of the delinquents should be charged with 2 
percent of the amount that passed from the current to the delinquent 
classification. On each account the penalty will be added in the column 
provided. At the same time, charges may be made for interest on taxes 
previously declared delinquent and not yet paid. Total charges for penal- 
ties and interest would be recorded in the following manner, using as- 
sumed amounts: 


Interest and Penalties Receivable 5.200 

Estimated Uncollectible Interest and Penalties 200 

Revenues 5 ,000 


In connection with this entry, it is important to note that the formal 
journal record should be supported by a detailed statement showing the 
years’ taxes to which the interest and penalties apply, as well as the names 
of taxpayers being charged. This is necessary unless the charges are all for 
one fund, in order that the proceeds of any collections may be properly 
distributed to the units and funds having equities in the receivables. 

It is apparent that a tax levy which has two or more participants cannot 
rightfully be credited in total to the Revenues account of the collecting 
unit. That part of the levy, over and above the probable loss on uncollect- 
ible items, which belongs to other funds or units must be accounted for as 
a liability rather than a revenue. If it is assumed that, of a total lew of 
$300,000, the amount of $5,000 will not be collected, and that $110,000 of 
the remaining $295,000 belongs to other funds, the following entry might 
be made: 


Taxes Receivable — Current 500,000 

Estimated Uncollectible Taxes 5,000 

Revenues 185,000 

Due to Other Funds 1 10,000 


If collections for other funds are required to be accounted for through 
the use of an agency fund, the credit of $110,000 could be changed to the 
Tax Agency Fund account 

Abatements 

Sometimes, after tax levies have been recorded, it is discovered that one 
or more overcharges have been made. These may arise from errors in 
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If a single control is kept for all delinquent taxes, the breakdown by years 
will be shown in the explanation supporting the entry. This classification 
is ordinarily necessary because the composition of a tax rate tends to vary 
from year to year unless the levy is for a single fund. If the levy is 
confined to one governmental unit, the rates for its different funds arc 
likely to be different from year to year as their requirements change. The 
greatest probability of annual variations exists in levies that encompass 
provision for two or more governmental units, as well as multiple funds 
for one or more units. Delinquent interest and penalties, as well as the 
levies themselves, must be accounted for by years. 

Discounts on taxes 

Some governmental units utilize a cash discount system to encourage 
early payment of property taxes. Although a small amount of revenue is 
lost from discounts taken, the practice minimizes the use of short-term 
borrowing or another alternative, carrying over a sizable retained earnings 
balance from the preceding period. If not prohibited by law, discounts arc 
best accounted for as reductions of the amount of revenue to be derived 
from a given tax levy. Thus, if a tax levy totals $200,000 and the estimated 
discounts that will be taken amount to $1,800, the latter figure may be 
subtracted from the amount of the levy, along with the estimated loss 
from uncollectible taxes, to give the net estimated revenue. Assuming an 
estimated loss from uncollectible taxes of $3,100, the $200,000 levy, with 
discount provision, would be recorded as follows: 


Taxes Receivable — Current 200,000 

Estimated Uncollectible Taxes — Current 3,100 

Estimated Discounts on Taxes 1,800 

Revenues — Property Taxes 195,100 


Payment of taxes within the discount period requires a debit to the 
Estimated Discounts on Taxes account of the amount earned, in the fol- 
lowing manner, using assumed amounts: 


Cash 197 

Estimated Discounts on Taxes 3 

Taxes Receivable — Current 200 


If discounts arc taken in excess of the amount of allowance created, the 
excess will be debited to Revenues — Property Taxes. Any balance remain- 
ing in the allowance after the close of the discount period should be 
transferred to Revenues — Property Taxes by a credit to that account and 
a debit to the Estimated Discounts on Taxes account. 

As a device for closer control against unwarranted granting of dis- 
counts, it may be required that discounts on taxes be covered by an 
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appropriation. Under this method the allowance for discounts is not 
established when the tax levy is recorded. Discounts granted arc debited 
to Expenditures in the following manner, assuming an entry for one 
month’s collection of taxes: 


Cash 2?. 6-0 

Expenditures — Discount on Taxes 560 

Taxes Receivable — Current 24.000 


Miscellaneous collections 

As a protection against possible loss of property through inability to 
pay taxes, property owners sometimes desire to pay in advance of the 
levy, while they have the means to pay. If prepayments are allowed, the 
result is a deferred credit to income, since the taxpayer's account has not 
yet been charged. Assuming a prepayment of $100, the following entry 
may be made: 


Cash 100 

Taxes Collected in Advance (or Prepaid Taxes) 100 


Discounts are sometimes granted on prepayments, in which ease the 
amount debited to Cash would be the amount of credit granted minus the 
discount earned. Assuming that the above transaction occurred in 1968, to 
apply on 1969 taxes, the payment would be earned when the 1969 levy 
becomes due. After the year’s levy has been recorded, the following entry 
might be made in respect to the prepayment: 


Taxes Collected in Advance (or Prepaid Taxes) 100 

Taxes Receivable — Current 100 


This $100 of taxes would have been credited to Revenue — Taxes (or some 
similar title) when the tax levy for 1969 was recorded. 

Because of the unique nature of tax prepayments, special care should be 
exercised to assure that proper credit is given in the taxpayers’ accounts 
after these have been charged with the levy to which the prepayments 
apply. 

A second form of miscellaneous collection has already been referred to 
in a previous chapter. This is collection of taxes that have been written off 
as uncollectible. Taxes on personal property account for the major por- 
tion of this item, since real estate is stationary and cannot be removed 
from the governmental unit’s jurisdiction and is subject to seizure for 
unpaid taxes. It will be recalled from the previous reference that the entry 
for writing off taxes receivable as being uncollectible will depend upon 
whether provision for loss was made when the levy was recorded. If so, 
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the entry to write off taxes with related interest and penalties as uncollect- 
ible would be as follows: 


Estimated Uncollectible Taxes 700 

Estimated Uncollectible Interest and Penalties 160 

Taxes Receivable — Delinquent 700 

Interest and Penalties Receivable 160 


For governmental units operating under a law or ordinance requiring 
appropriations for uncollectible taxes, interest, and penalties, the write-off 
would be recorded as follows: 


Expenditures 860 

Taxes Receivable — Delinquent 700 

Interest and Penalties Receivable 160 


The argument in favor of charging write-offs to Expenditures holds that 
it serves better to call the attention of the legislative body to amounts 
written off, thus minimizing opportunities for fraudulent credits to tax- 
payers’ accounts. 

Elaborating upon what has been said in Chapter 3, the procedure 
followed in recording the collection of items written off is likely to be 
guided by dictates of convenience. Perhaps the easiest method in use for 
recording such collections is to describe the credit as miscellaneous re- 
venue, as follows: 


Cash 100 

Miscellaneous Revenue 100 


Although convenient, this method is not supported by logic. By no 
stretch of the imagination can the receipt be construed as an earning for 
service given in the present period. 

Some improvement over the above entry may be accomplished by 
substituting Fund Balance as the account credited; and in fact, it is the 
logical account to use if the receivables were charged off to Expenditures. 
However, if the write-off was debited to allowance accounts, crediting 
the collection to Fund Balance cannot easily be defended. It would be 
difficult to prove that the operations of writing off taxes and subsequently 
recording their collection have brought about an increase in assets availa- 
ble for appropriation and expenditure. 

Perhaps the method best supported by logic consists of reversing the 
entry by which the receivables were written off, on the basis of correct- 
ing the entry’ that erroneously wrote off the receivables, followed by 
recording the collection in the routine manner. By this method, if $160 is 
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collected to apply in the amount of SI 10 on taxes, $40 on interest and 
penalties receivable, and $10 on interest accrued since the receivables were 
written off, the following entries would be made: 


Taxes Receivable — Delinquent 110 

Interest and Penalties Receivable 40 

Estimated Uncollectible 'Paxes 110 

Estimated Uncollectible Interest and Penalties 40 

To reverse entry by which taxes and interest and penalties receivable 
were written off. 

Cash 160 

Taxes Receivable — Delinquent 110 

Interest and Penalties Receivable 40 

Revenues 10 


To record collection of taxes and interest and penalties written off, 
plus additional interest collected. 


It will be noted that the net effect of the above two entries is a debit to 
Cash, with credits to the Estimated Uncollectible accounts and to Reve- 
nues. Some accountants contend that all practical purposes would be 
served, with no violation of sound theory, by crediting the collection 
directly to those accounts, without the formality of restoring the charges 
to their respective receivables accounts and immediately closing them by 
credits. The entry for collection, using this form, would be as follows: 


Cash 160 

Estimated Uncollectible Taxes 110 

Estimated Uncollectible Interest and Penalties 40 

Revenues 10 


Regardless of the journal entry or entries used in recording the collection 
of receivables written off, the utmost care should be exercised to make 
sure that the taxpayer’s individual record is cleared, to forestall future 
complications. 

The third form of miscellaneous collection to be discussed here is 
overpayment of taxpayers’ accounts, especially when payments are made 
by mail. If the location of the taxpayer making the excess payment is 
known, refunding the overpayment is a formality; the real problem arises 
from payments made by absentee owners who fail to give a return 
address. One state requires the maintenance of a surplus tax fund for 
overpayments of taxes and prescribes rigid rules to be used in accounting 
for overpayments. If it is assumed that an overpayment of $18 is made on 
a tax levy of $168, the following entry would record the transaction: 


Cash 186 

Taxes Receivable — Current 168 

Due to Surplus Tax Fund IS 
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The transfer of overpayments from the general fund to the trust fund 
would be made in the following manner: 

General fund: 


Due to Surplus Tax Fund 18 

Cash 18 


Trust fund: 


Cash 18 

Surplus Tax Fund Balance 18 


Statutes of the state referred to above prescribe the method for refunding 
overpayments to those owners who can be identified. The entry is as 
follows, using an assumed amount: 


Surplus Tax Fund Balance 380 

Cash 380 


The laws of the same state impose a limitation of five years upon refunds, 
after which unclaimed amounts revert to the general fund. On the trust 
fund books the entry would take the same form as for a refund. On the 
general fund books the credit would be to some such account as Miscella- 
neous Revenue, if one is operated; and if not, the Fund Balance account 
might be employed for the credit member. As with tax transactions in 
general, it is imperative that records related to overpayments show infalli- 
bly the individual taxpayer concerned. 

Distribution of tax proceeds 

If a governmental unit which is authorized to levy and collect a 
property tax were so simple as to have only a general fund, there would 
be no problem of distributing tax proceeds. All amounts collected would 
be the property of that fund. Even though the collecting unit may have 
two or more funds, complications are not great if the collecting govern- 
mental unit acts onlv for itself and does not serve as agent for other units. 
The distribution to funds will be on the basis of the ratio of each fund s 
tax rate to the unit’s total tax rate. To illustrate, let it be assumed that a 
municipality that levies and collects taxes had the following schedule of 
rates per Si 00 of taxable propertv for 1968 taxes, payable in 1969: 

General fund 

School fund 

Debt sendee fund 

Hospital fund 

Employees' retirement fund 
Total Rare 


$0.95 

1.10 

0.0S 

0.11 

O.iO 

s:.34 
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When the proceeds of the 1 968 collections nrc ready for distribution to 
the various funds, each will share on a fractional basis, the numerator of 
the fraction being the fund tax rate and the denominator the total tax rate. 
From a total distribution of $240,000 the general fund would receive 
95/234 times $240,000, or $97,435.90. 

Some complexity is added if the collecting unit acts as agent for one or 
more governmental units, that is, if distribution must comply with a 
composite rate representing multiple units and multiple funds. Thus, let it 
be assumed that a city treasurer makes collections under a tax rate com- 
posed as shown in Illustration 15-4. In a distribution of $400,000 the city 


Illustration 15-4 


City Tax 

General fund S0.95 

School fund 1.10 

Debt service fund 0.08 

Hospital fund 0.11 

Employees’ retirement fund 0.10 

Total city rate S2.34 


County Tax 

General fund SI. 1 6 

Welfare fund 0.88 

Highway fund 0.36 

Total county rate S3 ,40 

Composite Rate S4.74 


would retain 234/474 for its own funds and transfer 240/474 to the 
county. The equity of each fund in the total distribution would be ascer- 
tained in the same manner. 

Thus far, it has been assumed that distributions consist of only one 
year’s levy. Actually, two or more years’ levies are likely to be repre- 
sented in each distribution, along with interest and penalties on delinquen- 
cies. This being true, collections must be clearly identified by years, as 
previously stated and illustrated; and the proceeds of each year’s levy 
must be allocated on the basis of that year’s rates. 

The method of accounting for the distribution of tax proceeds depends 
upon how the levy was recorded. The simplest situation involving a 
distribution problem exists where each fund of the governmental unit 
records its own tax levy, with collections handled by a central treasurer’s 
department. This means only that if the general fund, special revenue 
funds (if any), debt service funds, or any others are authorized to make 
direct levies of property taxes, each records its levy on its own books, 
with collections administered by a central office. Under this plan the 
central collecting office periodically (daily, weekly, monthly, etc.) ascer- 
tains the share of each fund in the collections and distributes them on the 
determined basis. To illustrate, if a governmental unit utilizes two funds 
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some advantage in formalizing the distribution bv use of a journal entry, 
as done above. The method preferred in actual practice probably depends 
upon the number of participants, length of period between calculation of 
distribution and making of settlement, and possibly other attending cir- 
cumstances. Receipt of collection remittances would be recorded bv the 
participating fund and unit in the same manner as direct collections are 
recorded. 

In recording the entry for the transfer of collections from the countv 
tax agency fund to the other unit, it was assumed that no charges were 
made for the collecting sendee. To illustrate the effect of a sendee charge 
by the countv, it will be assumed that a fee of 0.5 percent is charged bv 
the counts* on all amounts collected for other units. On the tax agenev 
fund books the following entry should be made: 


Tax Agency Fund Balance 1,200 

Due to General Fund 1.200 


Transfer of the amount from the agenev fund will require a debit to Due 
to General Fund, with a credit to Cash. This entry and the preceding one 
should be combined with those recording distribution and settlement. For 
the county general fund entry, a credit to Revenues will be required. It 
should be noted that only $23S,SOO will pass from the tax agency fund to 
the other governmental unit, which will record the receipt in the follow- 
ing manner: 


Cash 23S.SOO 

Expenditures 1,200 

Taxes Receivable — Current 240.000 


The foregoing entries summarize general procedures of tax levies and 
distribution. One fact should be emphasized: a vast amount of detail is 
ordinarily involved in making proper accounting when one fund or unit 
serves as collecting and distributing agent for other funds or units. Using 
controlling accounts for the several levies is indispensable for economy ot 
time and for accuracy. Controls must show not only the amounts to be 
collected for the various funds and units, but the years to which they 
apply. The collecting agent should be able to correlate even* cent oi 
collections with the levy to which it applies. 

Forced collection of taxes 

Laws that authorize the levying of taxes on property must provide 
procedures for forcing collection in the event that the property owner is 
unwilling or unable to pay. The culmination of the forced collection 
process is offering the property for sale, under stipulations established by 
law. As stated elsewhere, forced collection procedures do not operate as 
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effectively for personal property taxes as for real property taxes. Personal 
property taxes not collected for any reason must be written off against the 
allowance for uncollectible taxes. 

Laws under which tax-delinquent property can be offered for sale 
provide safeguards for the interest of the property owner. These include 
provision for extensive publicity of intention to sell, with liberal opportu- 
nity for redemption of the property’ after the public sale but before the 
transfer becomes absolute. The sale of property' for delinquent taxes may 
occur at a time of year when even the present year’s taxes have become 
delinquent, along with those of past years, or the present year’s taxes may 
be wholly or partly current. Classification of all taxes against the property 
is important for giving proper credit to tax accounts and for making cor- 
rect distribution of collection proceeds. Other charges against the property 
will be interest and penalties, some of which may have been recorded and 
some not. The cost of holding the sale will not be recovered through a 
special charge to the purchaser, but will be covered by' the interest and 
penalties included in the total to be paid by the buyer. All interest and 
penalties to the date of sale should be recorded in the Interest Earned and 
Interest and Penalties Receivable accounts. 

The first example of accounting for foreclosure will be based upon the 
assumption of sale to a third party, that is, a bid equal to or in excess of the 
total charges against the property'. Assuming current taxes of §80, delin- 
quent taxes of $190, and interest and penalty' charges of $35, the sale of the 
property' would be recorded as follows: 


Cash 305 

Taxes Receivable — Current 80 

Taxes Receivable — Delinquent 190 

Interest and Penalties Receivable 35 


The successful bidder in the above transaction would receive documen- 
tary evidence of the provisional title which he has acquired. This is 
commonly called a tax sale certificate, tax lien certificate, or tax deed. 
Within the period provided by law, the property may be redeemed 
according to legal provisions governing such transactions. A common 
procedure requires the property owner to pay to the governmental unit 
the amount of the tax sale certificate plus interest that has accrued since 
the sale, whereupon title to the property' is released to the owner, without 
cloud of delinquent taxes. A fund of the agency ty'pe is well adapted to 
accounting for the receipt and disbursement of title redemption money. 

Tax sales are ordinarily open to competitive bidding, which may result 
in a selling price in excess of the total charges against the property. This 
excess belongs to the owner who is being divested of his property, and 
must be accounted for as a liability of the collecting fund. The sale of the 
property' for a bid of $350 might be recorded as follows: 
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Cash 350 

Taxes Receivable — Current 80 

Taxes Receivable — Delinquent 190 

Interest and Penalties Receivable 55 

Property Owners’ Trust Fund Balance. . : 45 


Although shown as a single transaction, the sale should actually be re- 
corded in two funds, 5305 in the general fund and 545 in the trust fund. 
Unless mandated by law, use of the trust fund might be dispensed with 
and the excess merely recorded as a liability of the general fund, under 
some such title as “Due to Property Owners.” The disbursement of the 
excess to the property owner would require a debit to the account 
credited at the time of the sale, with a credit to Cash. 

Failure to receive a bid equal to the total charges against the property 
ordinarily results in the governmental unit’s taking provisional title to the 
property, under the caption of “Tax Sale Certificates.” Had a bid of at 
least 5305 not been received for the above property, it would have been 
“bid in” by the county and the following entry recorded: 


Tax Sale Certificates (or similar title) 305 

Taxes Receivable — Current 80 

Taxes Receivable — Delinquent 190 

Interest and Penalties Receivable 35 


If it could be demonstrated that all tax sale certificates acquired by a 
governmental unit would subsequently be converted into cash, no provi- 
sion for loss would be necessary; nor is it necessary if the government 
merely charges off tax sale certificate losses to the Estimated Uncollectible 
Taxes and Estimated Uncollectible Interest and Penalties accounts. How- 
ever, the better practice is to provide an Estimated Uncollectible Tax Sale 
Certificates account at the time of recording the acquisition of the certifi- 
cate. As for other loss estimates, this one should be increased on the basis 
of past experience. If it has been found that loss on tax sale certificates 
acquired averages 20 percent, then an allowance of 561 should be estab- 
lished when the certificate is acquired at a book cost of 5305. This 
estimated loss may be prorated between the Estimated Uncollectible 
Taxes and the Estimated Uncollectible Interest and Penalties accounts on 
the basis of the relative amounts of those two items written off — in the 
above case, 270/305 to the former and 35/305 to the latter. Following that 
plan, acquisition of the tax sale certificate would be recorded as follows: 


Tax Sale Certificates 305 

Estimated Uncollectible Taxes Receivable 54 

Estimated Uncollectible Interest and Penalties Receivable 7 

Taxes Receivable — Current ^ 

Taxes Receivable — Delinquent 190 

Interest and Penalties Receivable 55 

Estimated Uncollectible Tax Sale Certificates 61 
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Realization of a tax sale certificate inav he at a figure in excess of the 
amount of the certificate, due to collection of interest for the time held 
and the possible accrual of another year’s taxes. To illustrate, let it be 
assumed that before the tax sale certificate is sold, additional taxes of S65 
and additional interest of $10 have accrued and been recorded against the 
property. The entry for the sale would be as follows: 


Cash 3 BO 

Tax Sale Certificates 305 

Taxes Receivable — Current 65 

Interest and Penalties Receivable 10 


On the other hand, had only S225 been realized from the sale, the loss 
would be chargeable to the valuation allowance, as follows: 


Cash 225 

Estimated Uncollectible Tax Sale Certificates 80 

Tax Sale Certificates 305 


It will be noted that the charge to the Estimated Uncollectible Tax Sale 
Certificates exceeds the amount added to the estimate when the govern- 
mental unit took provisional title to the property’. This is not irregular: 
additions to the loss provision are at an estimated rate which is expected to 
cover all losses over a period of time. Losses on some certificates may be 
expected to exceed the amount of the estimate provided when they were 
acquired, xvhercas other certificates will be disposed of without loss. An 
alternative procedure would be to charge to Fund Balance the excess of 
the loss over the amount that had been provided. 

The operation of writing off a tax sale certificate in the absence of an 
Estimated Uncollectible Tax Sale Certificates account may be illustrated 
by assuming that instead of being sold, the property 7 is transferred, with- 
out remuneration, to some department or agency for public use. When 
the property 7 was “bid in” by the governmental unit, all charges against it, 
including taxes and interest and penalties receivable, were accumulated in 
the debit to Tax Sale Certificates. When the title to the property 7 is 
surrendered to some other department or agency, xvithout remuneration, 
the amounts of taxes and interest and penalties represented in the total 
written off may be debited proportionately to the respective allowances. 
If the tax sale certificate carried at $305 included $270 of taxes and $35 of 
interest and penalties, the transfer would be recorded as follows, using the 
plan just described: 


Estimated Uncollectible Taxes 270 

Estimated Uncollectible Interest and Penalties 35 

Tax Sale Certificates 305 
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The transfer of tax-delinquent property from a revenue fund to the 
general fixed assets group without compensation from any source creates 
a problem of valuation in the general fixed assets group. One possibility 
would be to capitalize the property at the total of all charges relinquished 
by the transferor fund. This basis would be acceptable if that amount is 
somewhere near the real value of the property. Actually, a frequent 
reason why tax-delinquent property cannot readily be sold is that its real 
value is materially less than the amount of taxes, interest, and penalties 
accumulated against it. It would seem, therefore, that property so ac- 
quired should be appraised; and if the resulting valuation is substantially 
less than the sum of all charges against it, then the appraised value should 
be recorded. 

Tax sale certificates in financial statements 

Tax sale certificates, tax certificates, or tax liens, as they are variously 
described, are normally carried among the assets of the funds by which 
they were acquired, even though the funds may be of the general or 
special revenue classification. The fact that they represent a form of real 
estate ownership creates no paradox, since they are only transitory stages 
in the collection of tax levies. Estimated Uncollectible Tax Sale Certifi- 
cates is a valuation account and should be deducted from the asset. If the 
amount of tax sale certificates is large and their conversion slow, it would 
be advisable to establish a reservation of retained earnings, to indicate the 
amount not expected to be available for expenditure in the current or 
succeeding period. 

Statements related to property taxes 

Notwithstanding the fact that revenue derived from property taxes is 
much less than the amount derived from other sources, property taxes 
occupy’’ a very important place in the economy 7 of government. First, as 
already 7 stated, they provide a substantial amount of the financial support 
for local government; and, second, they 7 are levied in part against the 
homes and personal belongings of the citizenry. For these reasons, they 
bear special significance to private and community welfare. These facts 
are reflected in the number of supplementary 7 reports and schedules re- 
lated to property 7 taxes appearing in published financial reports of govern- 
mental units below the state level. These relate to property valuations, tax 
rates, tax levies, tax liens, and interest and penalties, as the more commonly 
occurring statements. Some of these are of special interest to taxpayers for 
their value in describing the impact of property taxes, and others arc of 
primary 7 interest to governmental legislative bodies and administrators for 
assistance in managing the financial affairs of their units. All of them have 
more or less value to both taxpayers and governmental officials. 
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Assessed values and estimated true value of properties 

This statement is of special importance to governmental officials, since 
it shows what is commonly referred to as the “tax base,” that is, the gross 
property value subject to taxation. The comparison of assessed values with 
estimated true values — sornetimes called “cash values’’ or “sale values’’ — 
gives the taxpayer an idea of the real tax burden. The partial statement 
shown in Illustration 15-5, by reporting on a period, has the capability of 

illustration 15-5 
TOWN’ OF OAKDALE 

Assessed Value and Estimated True Value of AH Taxable Property, 1960-69 
(in thousands of dollars) 

Ratio 
of Total 

Personal Other A. V. 


Fiscal 

Period 

Real Property 

Property 

Property 

Total 

to Total 

A.V. 

F..T.V. 

A.V. 

E.T.V. 

A.V. 

E.T.V. 

A.V. 

E.T.V. 

E.T.V. 

1960 

52,364 

S 6,68 1 

S 1,988 

53,888 

5976 

53.904 

55,328 

S 14,473 

36.8% 

1961 

2,791 

8,052 

2.104 

3,916 

833 

3.317 

5.728 

15.285 

37.5 


1968 

4.301 

13,664 

3,861 

7,704 

907 

3,477 

9.069 

24,845 

36.5 

1969 

4,113 

13,907 

3,764 

7,604 

973 

3,827 

8,850 

25,338 

34.9 


revealing trend or direction, which in Oakdale’s case was noticeablv even. 
Comparisons reduced to percentages carry information to a condition 
more useful for decision making than the same information in crude form. 
Inclusion of information about estimated true value helps to indicate 
whether a high property tax rate, compared with that of other similar 
governmental units, may be partly the result of a low assessed value, 
compared with estimated true value. A similar comparison might give, as 
well, part of the reason for a comparatively low rate. 

Illustration 15-6 is a simpler form of statement of assessed value of real 
and personal property, the major difference being omission of the esti- 
mated value information. The imaginary statement is based on a statement 
in a published financial report of Kansas City, Missouri. Because of minor 
deviations from the actual statement, it is not being identified as a Kansas 
City statement. 

An important kind of information omitted from both Illustrations 15-5 
and 1 5-6 is the amount of tax-exempt property for each year covered by 
the statements. Because of the large, and apparently increasing, amount of 
property value being exempted from taxation, that information is of great 
significance. The real tax base is not total assessed valuation, but that total 
less exemptions. 
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Illustration 15-6 
CITY OF X 

Assessed Valuation of Real and Personal Property for Fiscal Years 
1957-58 to 1967-68 




Personal Property: 





Manufacturers , 




Real 

Service, and 


1 'otal 

Year 

Estate 

Individual 

Utilities 

Valuations 

1957-58... 

. .553 5,076,640 

$301,552,040 

$50,643,697 

$ 887,272,377 

1958-59... 

.. 559,285,960 

340,752,105 

52,442,495 

952,480,560 

1959-60... 

.. 574,757,850 

332,646,710 

53,660,165 

961,064,725 

1960-61 . . . 

.. 588,791,350 

309,293,360 

56,540,812 

953,625,522 

1961-62... 

.. 631,344,830 

309,207,059 

59,532,809 

1,000,084,698 

1962-63... 

.. 659,507,385 

314,564,045 

62,369,603 

1,036,441,033 

1963-64. . . 

.. 682,995,100 

315,827,933 

67,010,654 

1,065,833,687 

1964-65... 

.. 698,326,535 

325,097,195 

67,613,841 

1,091,037,571 

1965-66... 

.. 712,979,780 

332,861,271 

68,049,016 

1,113,890,067 

1966-67... 

.. 731,866,490 

344,309,850 

76,710,770 

1,154,718,125 

1967-68... 

.. 751,119,380 

358,181,730 

78,400,000 

1,187,701,110 


Tax rates and tax levies 

As recommended by the National Committee on Governmental Ac- 
counting, this statement summarizes tax rates and tax levies for the past 10 
years. Both rates and levies are analyzed to show the participation of all 
units represented in both, that is, city, county, state, etc. The financial 
data contained in the report are supplemented by other tax data such as 
rate authorities, rate limitations, due dates, tax sale dates, etc. This type of 
statement is of special interest to property taxpayers and civic and com- 
mercial organizations which concern themselves with property tax con- 
trol. An excellent example of a statement of tax rates and levies is the one 
prepared by the Auditor General of the city of Detroit, Michigan (Illus- 
tration 15-7). It will be noted that this city’s statement goes slightly 
beyond the recommendations of the National Committee on Governmen- 
tal Accounting and includes a summary of property values. 

Tax levies and collections 

This type of statement probably is of greater interest to governmental 
officials than to taxpayers individually or in groups. By the comparison of 
collections with levies by years, governmental administrators may judge 
the extent to which proper tv taxes are proving severely burdensome to 
their constituents. Furthermore, the comparison may reveal the extent to 
which property tax collections can be relied upon for the current financ- 
ing of governmental expenditures and, consequently, the probability of 
having to resort to outside borrowing. This information is valuable m 
budget making, as well as in month-to-month financial planning. Illustra- 
tion 1 5— S is a good example of this sort of statement. It is almost identical 
to the same kind of statement published in the annual financial report ot 
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the city of Newark, New Jersey. Because of certain changes (not in 
amounts and descriptions) the illustration is not identified as being a city 
of Newark statement. 

Statement of taxes receivable 

This is a statement of financial condition and policy. It amplifies 
information given in the balance sheet as to the probable collectibility of 
unpaid taxes. For the responsible administrators, it supplies basic informa- 
tion for actions they may decide to take toward bringing about settlement 
of the unpaid amounts. To taxpayers in their capacity as voters, the 
statement is of slight interest, except that it may reflect inadequate or 
ineffective collection procedures. An example of this form of statement is 
shown in Illustration 15-9. 

Statement of changes in taxes receivable 

The value of this statement is chiefly administrative in nature. It is a 
reconcilement of the amount of taxes receivable shown in one balance 
sheet with the comparable balance shown in the next one. It is of negligi- 
ble interest to the rank and file of taxpayers. This statement is well 
exemplified in the Kansas City annual report (Illustration 15-10). 

Statement of interest and penalties receivable 

This statement is useful mainly for administrative purposes. It is the 
source from which governmental officials obtain information about the 
age composition of this type of receivable and on which they base 
opinions as to collectibility of amounts composing the total. Organically, 
the statement is a schedule in support of interest and penalties recewable 
balances shown in fund balance sheets. Because of the relative unimpor- 
tance of this type of statement to taxpayers and voters, it is not commonly 
found in published financial reports. Coverage of a 10-year period in the 
statement in Illustration 15-11 should not be construed as indicating that 
taxes, interest, and penalties are always carried in the accounts for 10 or 
more years. In some jurisdictions, those not converted into liens would 
have been written off before reaching that age. 

Statement of changes in interest and penalties receivable 

This statement is almost exclusively of managerial value. It is a recon- 
cilement between the amounts shown for interest and penalties receivable 
in two successive balance sheets. It serves to reveal any unusual disposition 
of amounts due from taxpayers, for the causes represented. (See Illustra- 
tion 15-12.) 

Statement of tax liens receivable 

The value of this statement lies in the information it provides govern- 
mental administrators in predicting the amount of cash that may be 
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Assessed Values, Tax Rates, Tax Lc 


Assessed Values* 


Fiscal 

Year 

Real 

Estate 

Personal 

Property 

Total 

City 

Library 

Total 

1957-58 

53,285,145,070 

$1,810,875,440 

55,096,020,510 

23.834 

.704 

24.538 

1957-58 



5,598,628,1 58“ 

21.694“ 

.640“ 

22.334* 

1958-59 

3,306,714,830 

1,695,373,720 

5,002,088,550 

24.222 

.702 

24.924 

1958-59 



5,486,460,252“ 

22.083“ 

.640“ 

22.723“ 

1959-60 

3,337,989,240 

1,561,399,040 

4,899,388,280 

24.556 

.702 

25.258 

1959-60 



5,371,956,843“ 

22.395“ 

.640“ 

23.035* 

1960-61 

3,3 50,504,350 

1,586,871,080 

4,937,375,430 

24.523 

.735 

25.258 

1960-61 



5,672,174,774“ 

21.346“ 

.640“ 

21.986“ 

1961-62 

3,341,300,940 

1,436,721,240 

4,778,022,180 

24.994 

.738 

25.732 

1961-62 



5,507,996,411“ 

21.682“ 

.640“ 

22.322* 

1962-63 

3,290,740,740 

1,316,145,410 

4,606,886,150 

24.478 

.734 

25.212 

1962-63 



5,285,41 1,561“ 

21.335“ 

.640“ 

21.975* 

1963-64 

3,254,364,100 

1,245,603,140 

4,499,967,240 

24.463 

.749 

25.212 

1963-64 



5,264,577,424“ 

20.910“ 

.640“ 

21.550* 

1964-65 

3,228,695,300 

1,240,859,610 

4,469,554,910 

24.463 

.749 

25.212 

1964-65 



5,229,935,894“ 

20.907“ 

.640“ 

21.547* 

1965-66 

3,240,804,000 

1,296,775,880 

4,537,579,880 

23.239 

.733 

23.972 

1965-66 



5,196,904,960“ 

20.291" 

.640“ 

20.931“ 

1966-67 

3,185,092,710 

1,200,432,860 

4,385,525,570 

23.243 

.729 

23.972 

1966-67 



4,991,121,110“ 

20.423“ 

.640“ 

21.063“ 

1967-68 

3,545,072,410 

1,262,625,520 

4,807,697,930“ 

23.332“ 

.640“ 

23.972“ 


Ocher Tax Data 

City, Library, and School Taxes 

Assessed Valuation Ratio 50% of true cash value 

Assessment Date December 31 preceding year of levy 

Tax Rate Limitation City — 20 mills (exclusive of debt 

service, but including general obliga- 
tion bonds authorized in the budget) 
Library and School — See County 
Taxes 


Tax Rate Limitation Authority 


City- — City Charter 
Library and School — State Constitu- 
tion 


County Taxes 
50% of true cash value 
December 3 1 preceding yt 

15 mills, including Lib 
School, but exclusive of dc 
and additional millageaut 
the voters: mill, 1955-70 
completed County capital 
ments and related debt u 
mill, 1964-69, for Couni 
purposes; 7 fa mills, \9( 
School general purposes; a 
1967-72, for School genera 

State Constitution 


Taxes Collected by City Treasurer 

Fiscal Year July 1 to June 30 

Tax Lien Date July 15 of year of levy 

Taxes Payable July 15. and no interest is added if 


paid on or before August 31. Taxes 
may be paid in two parts, provided 
one half is paid on or before August 
15, the second half then being pay- 
able on or before January 15 without 
penalty. A tax prepayment plan is 
available. 

Penalties and Interest for Delin- 
quency: 

General Taxes 1 M%on September 1 

53% on October l 

33 % per month thereafter 


County Treasurer 
December 1 to November 
December 1 of year oflev] 

December 1, and no coll 
added if paid on or befor 

15. 


4% collection fee January 
per month starting March 
months to tax sale date, 
purposes tax is augmente 
(4% fee plus ?*Tr P" n0T 
months) plus 51.50 for e; 
sale. 1% per month on 
mented tax from the sale t 
one-year redemption per*** 



DETROIT* 

(City, Library, School, County — Combined), 


lOrcs 



Tax l.i 

*VifX 



Combine 

/ City and 



Ceri'thtr.'J 

County*’ 

Tax 

Library 

School 

Court:-.'' 

Tax Levies 


Rules 





7.412 

6.741* 

46.024 

41.885*1 

$125,037,645 

$71,718,427 

$37,740,327 

$234,496,599 

7.022 

6.408* 

45.998 

41.941*j 

124,669,445 

70,281,556 

35,156,044 

230,107,045 

6.S23 

6.217* 

49.461 

45.103*1 

123,745,178 

85,151,368 

3 3,397,321 

242.293,867 

6.869 

7.984* 

50.473 

43.938*1 

124,708,049 

90,575,141 

33,940,776 

24 9,223,966 

7.191 

6.25 S* 

51.525 

44.693*1 

122,947,551 

88,879,748 

34,342,536 

246,169,855 

6.928 

6.035* 

50.952 

44.406* 

116,143,989 

86,658,373 

31,898,690 

234,701,052 

7.135 

6.096* 

51.607 

44.108*1 

1 13,447,327 

86,663,027 

32,090,527 

232,200,881 

8.560 

7.310* 

53.040 

45.323*, 

1 12,685,633 

86,114,328 

38,232,639 

237,032,600 

8.460 

7.389* 

51.296 

44.790’ 

108,774,864 

85,592,510 

38,397,987 

232,765,361 

8.865 

7.777* 

51.913 

45.602* 

* 105,126,391 

83,657,252 

38,818,444 

227,602,067 

7.130* 

53.234 

115.249.079 

106.399.221 

34.134,650 

255.782.950 


Ta Silt Date 

Delinquent Tales Handled as Fol- 
lows 


Other Tax Data — Concluded 

City , Library, end School Taxes 

Last business day in June following 
year of levy. 

. Delinquent real estate taxes arc bid 
in at the face amount by the City 
Controller unless paid by a party in 
interest prior to completion of the 
sale. 


The City may foreclose real estate 
tax liens after 3 redemption period of 
two years from date of sale. 


The City may bring suit to collect 
personal property taxes as a debt 
against the owner, or personal prop- 
erty may be seized and sold by the 
City to satisfy the tax lien. 


Special Assessments (Other than 
sidewalk and water main assess- 
ments) 


Part one is due within 30 days from 
first publication notice. Remaining 
parts arc due annually with interest 
at P c t month from first of 

month following due date. Delin- 
quent special assessments are gener- 
ally handled in the same manner as 
delinquent real estate taxes. 


County Taxes 

First Tuesday in May in third year 
following year of levy. 


Delinquent real estate taxes, if not 
sold to private buyers, are bid in by 
the State at the amount of unpaid 
tax plus accrued interest and penal- 
ties. After a redemption period of one 
year from date of sale, title to tax 
delinquent lands vests in the State 
which offers them for sale, unless 
they are reserved for public use. The 
net proceeds from this source are 
distributed to the taxing units (Gty. 
County, School Districts, etc.) in 
accordance with their respective tax 
interest in the lands sold. 

The County may bring suit to collect 
personal property taxes as a debt 
against the owner, or personal prop- 
erty may be seized and sold by the 
County to satisfy the tax Hen. 


Wayne County municipalities other 
than Detroit report delinquent spe- 
cial assessments to the County Treas- 
urer as of March 1, along with other 
taxes for collection; such special 
assessments are included on the gen- 
eral tax rolls at the augmented bal- 
ance. Thereafter, collection fees, 
interest, and penalties are computed 
on the same basis as for general taxes. 


^ * Annual Financial Report by the Auditor General , City cf Detroit, Michigan, for ike Fiscal Year Ended June 30, 1967 , pp. 106- 

* Assessed values are the State equalized valuations which are the official assessed valuations, for taxable property situated 
within the City of Detroit. AU other assessed values shown above are as determined by the Gty Board of Assessors. For 1967-6S 
the State equalized valuation is the same as the valuation determined by the Gty Board of Assessors. 

b The County tax rates and tax levies shown above are those levied against properties situated within the Gty ox Detroit. 
The total assessed valuation used in determining the County tax rate recognizes adjustments in assessed valuation made after the 
Gty tar rate it determined. 
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llluatrallon 15-11 
TOWN OF PARAGON 

Statement of Interest arc! Penalties on Taxc*. by Fund’, for Fiscal Year; 
firmed June : f b I 9,60-69 
June 30, I969 

Firuh 


Yrsr 

7>w; 

Op'Tj'rez 

l.ihr.zT'j 

Dr hi S'r\ !C( 

{<){<) , 

. 5 5 ! .200 

5 IN 4 90 

5 S .4C6) 

54 .wo 



21 /no 

12.160 


5.200 


196! 

1.160 

22.1 20 

1. 040 


i960 and prior vears 

r.nm 

1.320 

720 


Total interest and penalties 

...Si jn.noo 

554.800 

555.960 

S~. 240 

Less: Estimated uncollectible interest 





and penalties 

fOO 

1 5.600 

7 .920 

1.250 

Net Interest and Penalties 

. .5125.200 

569.200 

5 4 s .040 

SO.OfO 


Illustration 15-12 

TOWN OF BROOKSBURG 

Statement of Chartres in Interest and Penalties Receivable on Taxes 
for Fiscal Year Ended December 51, 1969 

Interest and penalties receivable on taxes. December 31, 196S . . . S33.2CO 

Add: Interest and penalties accrued during 1969 17.320 


Total 550,520 

Deduct: 

Collections $8,160 

Abatements and cancellations 2.040 

Transfers to tax liens 9.120 19.320 


Interest and Penalties Rcceivableon Taxes, December 3 1, 1969. . S3 1.200 


Other tax statements 

A survey of published financial reports of governmental units reveals 
that although the 10 statements described and illustrated appear with 
greatest frequency, some other kinds mav be found. In general, these are 
statistical in nature. The more frequent ones are reports of taxes per S100 
or $1,000 of assessed valuations, statements of apportionment of tax rates 
by funds over a period of years, classified statements of properties exempt 
from taxation, reports of use of money raised by tax levies, and statements 
of tax levies per capita. Although these supplementary statements are of 
interest to government officials, it is probably safe to sav that thev are of 
greater significance to students of political science and to that segment 
of taxpayers and voters who take more than a passing interest in the effect 
of taxation on their personal affairs. 
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4. A county council ordained a general fund tax levy of $1.10 per $100 on a 
net assessed valuation of $100,000,000. Uncollectibility was estimated at 
3 percent and it was expected that 40 percent of bills paid would qualify 
for the 2 percent discount offered for early payment. 

a) Show the entry made to record the levy. 

b) Show the entry made to record payment of $30,000 of taxes within 
the discount period. 

c ) Show the amount of total credit to be given a taxpayer who made a 
partial payment of $300 cash within the discount period. 

5. It is the practice of a certain governmental unit to transfer taxes receivable 
and interest and penalties receivable to a Tax Sale Certificates account with- 
out transferring any provision for loss. Under such a policy, what entry 
should be made to write off a tax sale certificate of $378 of which $321 is 
taxes, $42 interest and penalties, and the balance cost of holding sale? 

6. In a certain municipality, property taxes are charged to property owners at 
the beginning of the year in which they are to be collected, but not credited 
to revenue until collection is made. This separation is made by use of a 
Reserve for Uncollected Taxes as a credit for the major portion charged 
to property owners. What effect does this have upon the period classifica- 
tion of receipts from collection of taxes previously written off as un- 
collectible? 

7. In a certain state, the individual or business unit is responsible for determin- 
ing if taxes are owed and, if so, how much. However, county treasurers 
mail statements to all taxpayers. How can that be justified, since primary' 
responsibility is with the taxpayer? 

8. One manufacturer of office equipment produces a machine adapted to 
repetitive recording of information which remains relatively' unchanged 
from year to year. Can you think of any operation or segment of property 
tax accounting for which such equipment might be well adapted? 

9. What advantage do you see in having tax duplicates (records of taxes 
owed) prepared in one department, but receipt of and accounting for 
collections administered in another? 

10. In a country' located near the United States, property which is owned by 
territorial units of government is subject to taxation by the local unit of 
government in whose jurisdiction it is located. This is not true in the 
United States. What is your appraisal of this contrast? Which system is 
more just in an economic sense? 

11. Why' is there no provision for uncollectible taxes in a tax agency fundr 

12. The records of a municipality revealed a total of approximately $ 54 , 000,000 
of assessable property' located within its jurisdiction; but $2,500,000 of this 
valuation claimed mortgage exemptions, and S800,000 claimed military 
service and other exemptions. 

a) What percentage of tax levy r would be required to raise $ 1 , 260,000 of 
taxes, assuming 100 percent collection? Carry' decimals to hundred 
thousandths, which will give percentages in thousandths. 

b) What rate, in terms of dollars and cents per S100 of valuation, is repre- 
sented by' the percentage rate in (a)} 
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c) What percentage of tax levy would be required to raise $1,260,000 if 
there were no exemptions in the situation described above? 
ci) Mow much extra tax will have to be paid on each $10,000 assessed 
value of noncxeinpt property to cover the amount lost by the exemp- 
tions? 


PROBLEMS 


1. In a midwestern state, business enterprises arc required to file what arc 
called “business lists,” for taxation of their tangible real and personal prop- 
erty. Included in this list is a balance sheet. Below is given a hypothetical 
balance sheet of an imaginary corporation in that state. 


EXCEL CORPORATION 

Balance Sheet 
March 1 , 1969 


Assets 

Cash in bank $ 12,500 

Cash on hand 600 

Accounts receivable 6,200 

Inventories of products and 

and supplies 15.000 

Land 10.000 

Building 45.000 

Machinery and equipment 19,000 

Prepaid insurance 600 


Liabilities and Reserves 


Accounts payable $ 4,700 

Mortgage payable on 

real estate 10,000 

Accrued payroll 2,000 

Estimated uncollectible 
accounts receivable . . 310 

Allowance for dcp. — 

buildings 6,900 

Allowance for dcp. — 
machinery and equip- 
ment 8,000 

Total Liabilities 

and Reserves. . . S 31,910 


Xet Worth 

Capital stock S 50,000 

Retained earnings 26,990 

Total Net Worth. . . 76,990 

Total Liabilities, 

Reserves, and 

Total Assets S 108,900 Net Worth SI08.900 


The state has a law specifying that real and tangible personal property shall 
be assessed at 33 Vi percent of its true cash value. It also has a mortgage 
exemption law which authorizes an exemption of $1,000, or one half the 
appraised value of the real estate, whichever is less. 

Assuming that in the above balance sheet all book values represent true 
cash values at the assessment date for 1970 taxes, compute what you think 
would be the amount on which Excel would be required to pay taxes in 
1970. 

2. Below is given a collection of information of the major kinds which are re- 
quired in determining the amount of revenue required to be raised by 
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property taxes and for calculation of a tax rate for the city of Litany 
general fund. 


Amount of expenditures budget approved by city council for 19/0 . $ 1,915,000 

operations ; i’oao 872.000 

Estimated expenditures July 3 » to I)<xcmbcr 3 j 19 . . • • •• • - 

ES 

> ' ■ '«»• b ’“ J “r. . 79}, OOO 

— 

Estimated miscellaneous revenue. 74,000 

July 31 -Decembcr 31* 160,000 

To"', S^;;,uiiry Unlie ».i other exeairrion. on ' file lor _ 

F,,,i»S”«~».'rf«aV= a'oti '»» he receive,, for general ^ 

fund use in 1970 


You arc required to do tl,c f “ 1! ™ ® determine the amount of property 

a) Prcprc a stawnem ^ ‘ Jbcrty general fund for 1970. 

taxlcvy :Tt Sc “n dollars and cents, per $100 of net assessc 

b) Compute the tax ^ fof thc dty of Liberty general fund to 

value, required nce ded according to your statement for 4 

raise thc amount of required for 1970 would need to 

c) State whether the -.n ^ if $2,600 of 1970 taxes had been 

bC ^fn 1969 and it was anticipated that $3,500 of 1971 taxes uoul 
be prepaid in 197 • ^ anJ ccms> which would he required (per 

d) Dcccr,n f ' n i ' were estimated that $80,000 should be added to the «qu & 

S1 ° 0) ' 1 red in (it), to cover probable uncollectible taxes. Cnlcuhie 

levy calc 0 tbc ncc cssary changes in thc answers to part ( )• 

by merely < ni ‘ v 1 S i f w h nr 'cvcr amount is levied, approximate \ 

0 « 1 'Xctiblc, state thc amount of levy requited .« v.cld 

» l '“"r,i?r. , ,f cash required from thc property tax levy as slum" 

1 ) Using d,c . to (a), determine the amount of levy neeessat) • 

in *<= 3 percent of the levy will not be collected, and that 

Uic’ bilhV'd, 20 P crccnt wiU C;irn a 2 P CrCCnt d' scount - 

3 n„i ,i several items, with amounts, which might appear ' 

' "tmem ,rlor calculatinqthe aiuount of 

— 

n , .S i79.o«) 

Ua lance of C:ls|) J„„ c 30, 1,420.003 

expenditures during 1970 250,0(30 

Fsti" Urv ' cc rcipiircmcms during 9SO.OOO 

expenditures during first six months of 197 1 
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Payments for transfers of students to other school district'. I°"0 3 IS**! 

Payment of current operating expenses. last six months of |9e/>, . (At/**) 

Probable receipts from state government, last sit months of I<W 92.f>'iO 

Probable amounts to l>c received for transfers from other school districts: 

balance of 1969. $18,000: during 1970. 549.000 67,000 

Proltablc amount to be received from state ar.d federal governments dur- 
ing 1970 617.000 

Receipts expected from county distribution of property taxes, second half 

of 1969 579,000 

Revenues expected to be received from miscellaneous sources during 1970. . 24.000 

Budgeted payment of cash to transportation fund, last half of 1969 17,009 

Working balance permitted at end of 1970; >0% of estimated expenditures 
during first half of next year 


You arc required to do the following things: 

a) Compute the amount of working balance which will be on band at 
December 31, 1969, if estimates given above arc realized. 

b) State the amount of working balance to be provided for the beginning 
of 1971 if the maximum legal amount is to be on hand. 

c ) Compute the total cash which must be provided for 1970 expenditures 
if all estimated requirements, including working balance, arc allowed. 

d) Compute the amount of nontax cash receipts expected for 1970 if all esti- 
mates for the year are realized. 

e) Compute in simple form the amount of money which will be required 
from property taxes in 1970 to satisfy all requirements to the end of 
1970. 


4. In their audit of a count}' office the examiners representing a state audit 
agency discovered a property tax rate statement which appeared ro contain 
a few errors, possibly due to its having been prepared by an inexperienced 
person. As found by the examiners, the statement appeared as follows: 


TOWN OF METAMORA 


Operating Fund 

Statement of Property Tax Rate for Fiscal Year Ending February 28, 1971 

September 1, 1969 


Requirements: 

Estimated total expenditures, September 1 , 1969- 

February 28, 1970 

Proposed expenditures during fiscal 1971 

Actual balance in fund, September 1, 1969 (deficit) S (11,000) 

Less: Estimated miscellaneous receipts, September I, 

1969-February 2S, 1970 23.000 


Estimated additional appropriation required for remainder of 


fiscal 1970 

Liquidation of loan from street fund 

Total requirements 

Resources other than the property tax levy for fiscal 1971 : 

Advance from water fund 5 25.000 

Estimated revenue from property taxes, balance of fiscal 1970. . 431,000 

Estimated miscellaneous revenue, fiscal 1971 81,000 

Prepayment of fiscal 1972 taxes in fiscal 1971 32,000 

Total resources other than property tax levy 

Amount Required from Property Tax Levy, Fiscal 1971 


$ 403,000 
964,000 


12,000 

51.000 

20.000 
$1,426,000 


569.000 
S 857,000 
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$857,000 

Propern- rare required for fiscal 1971 = ITo ' oj^Ol O ~ P er - I0 ° 

Investigation revealed that tax exemptions totaling $3,769,030 had been 
overlooked 2 nd that a desired February 28, 1971 working balance of 
$287,000 had been omitted. You are required to do the following things: 

a ) Prepare, in good form, a statement which will include a better organiza- 
tion of facts bearing on the required amount to be derived from a 
propeirv tax levy for the fiscal year ending February 28, 1971. Assume 
(1) that all bona fide resources and expenditures of the fund during 
fiscal 1971 will be in the form of cash transactions; and (2) that the 
round amount of $30,000 should be added to the amount of cash re- 
quired from the fiscal 3971 tax levy, in determining the total levy and 
total rate. 

b) Compute the tax rate in dollars and cents per $100 of net assessed valua- 
tion necessary to yield the amount required from the fiscal 1971 ley. 
Assume the gross assessed valuation alreadv employed is correct. 

5. The town of Deerfield reports its tax rates in terms of cents, or dollars and 
cents, per $100 of taxable valuation. For the three years indicated, the 
town 1 s composite rates were as shown below: 


Fur.d ct nv:l 1967 1968 1969 

Current fund $1.12 $3.14 $3.20 

Police 2 nd firemen's pension fund 44 .39 .33 

Deerfield school corporation 95 .95 1.03 

Jackson township 13 .12 .14 

Madison county 71 .73 .72 

Composite rates $3.3? $3.36 $3.40 


Taxes on property within the boundries of Deerfield are collected by the 
town treasurer, who then distributes them to the participating funds and 
units. 

Representing his collections for the second period of 1969 the treasurer 
had the following amounts: 


From 156“ levy $ 50.250 

From 1565 lew 470,400 

From I960 lew- 5.725,600 

Total $6.246.250 


The count}- tax of $0.72 per $100 of assessed valuation for 1969 was consti- 
tuted as follows: 

General fund 

Debt service fund. . . . 

Public assistance fund 
Bridce repair fund. . . 

Total 
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Utilizing the information given above, you arc required to do two things: 

a) Prepare in good form a statement such as the town treasurer might have 
prepared as the basis for distribution of the second-half tax collections 
on all three levies. This can be done by showing for each year's levy the 
fractional share belonging to the several funds and units and the amount 
of each one’s equity in the collections. 

b) Prepare a similar schedule for the county’s share of collection on the 
1969 levy. 


6. By consent of, and in compliance with, orders of proper authorities, the 
county of Hardin assumed, as of January 1, 1969, the responsibility of 
collecting all property taxes levied within its boundaries. The following 
regulations applied to accounting for the tax agency fund: 

(1) When taxes arc certified to it, a credit to the agency fund balance and to a subsidiary 
account for the certifying unit must be made. 

(2) Amounts available for distribution to the taxing units must be debited to the agency 
fund balance and the appropriate subsidiary accounts and credited to liability ac- 
counts of the proposed recipients. 

(3) Amounts charged to the participating funds and units, as service charges, uncollecti- 
bility, etc., must be debited to the agency fund balance and the appropriate subsidiary 
account or accounts. 

(4) Of amounts collected for other units, 1 percent was to be recorded as due to county 
current fund. 

(5) For purposes of this problem, the total of collections on current and delinquent taxes 
may be assumed to have been in the same proportions as the 1969 levy (32/448, etc.). 

The following transactions, some affecting only one fund or unit and 
some affecting two or more, occurred during 1969. 

(1) Delinquent taxes totaling S266.280 were certified to the tax agency fund for collec- 
tion. 

(2) Current year’s taxes levied and certified for collection were as follows: 


County current fund 5 320,000 

Town of Moorland 1,280,000 

Hardin County consolidated school district 1,920,000 

Various townhips 960,000 


(3) $2,688,000 current and $89,600 delinquent taxes were collected during the first half 
of 1969. 

(4) Liabilities to all the funds and units as the result of the first half-year collections were 
recorded. (A schedule of amounts collected for each participant, showing amounts 
withheld for the county current fund and net amounts due the participants, is recom- 
mended for determining amounts to be recorded for this transaction.) 

(5) All money in the agency fund was distributed. 

(6) Prior years’ taxes certified back to participants as being uncollectible were as follows 
during the first half of 1969: 


County — current fund $22,100 

Town of Moorland 33,500 

Hardin County consolidated school district 61,800 

Various townships 27,900 
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$857,000 

Property rate required for fiscal 1971 = o’t^’ok"^ ^ ^ P er 

Investigation revealed that tax exemptions totaling $3,769,010 had b 
overlooked and that a desired February 28, 1971 working balance' 
$287,000 had been omitted. You arc required to do the following thing; 
a) Prepare, in good form, a statement which will include a better organ' 
tion of facts bearing on the required amount to be derived fror 
property tax levy for the fiscal year ending February 28, 1971. Asst 
(1) that all bona fide resources and expenditures of the fund dui 
fiscal 197! will be in the form of cash transactions; and (2) that; 
round amount of $30,000 should be added to the amount of cash-; 
quired from the fiscal 1971 tax levy, in determining the total levy ; 
total rate. - 

/;) Compute the tax rate in dollars and cents per $100 of net assessed va 
tion necessary to yield the amount required from the fiscal 1971 1<; 
Assume the gross assessed valuation already employed is correct.' 

5. The town of Deerfield reports its tax rates in terms of cents, or dollars ; 
cents, per $100 of taxable valuation. For the three years indicated,- 
town's composite rates were as shown below: 


Fund or unit 

1967 

1968 

1969 :: 

Current fund 

$1.12 

51.14 

51.20 e 

Rolicc and firemen’s pension fund 

44 

.39 

.33 

Deerfield school corporation 

95 

.98 

1.01 

Jackson township 

13 

.12 

.14 . 

Madison county 

71 

.73 

.72 w 

Composite rates 


'* 



delinquent tax properties wf 

Taxes on property within the boundu.ed in the genera! fund: 
town treasurer, who rbe>- 

units • - s ^” or delinquent taxes several pieces were removed I 

'• use, uy payment of these amounts: 


Current taxes 513,190 

Delinquent taxes 43,760 

Interest and penalties receivable 2,010 

Interest and penalties accumulated since advertisement of the 

properties 190 


(2) One property was removed from the delinquency list, where it had been erronw 
included under the name of one individual who had transferred it to another will 
complete recording of the transfer. Total recorded delinquencies to be removed < 
sisted of $460 current taxes, 5 1 .2 10 delinquent taxes, and 5 1 30 interest and penal 
receivable. Of these charges, 5490 was credited to 1969 Revenues. 

(3) Results of the public offering were as follows: 

(a) Because of failure to receive legally adequate bids for a number of the off< 
properties, the county took tax sale certificates for properties eh a reed v 
51 5,660 current taxes, 537,390 delinquent taxes, and 5 10, 140 interest and pc 
ties receivable. In recording the transfer from recciv aides ro tax sale certifies 
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'tO percent of the amount of each of the receivables transferred was also trans- 
ferred out of the respective allowance accounts, to the allowance account for 
loss on tax sale certificates. 

(b) Properties against which charges were not accounted for by payment, cancel- 
lation, or conversion to tax sale certificates were sold for 5107,950, which in- 
cluded additional revenue of S 1,370 from interest and penalties and 57,1 50 excess 
for property owners of record. 

(4) The excess cash collected for property owners of record was transferred to a special 
agency fund, pending distribution to the owners. 

(5) Tax sale certificates of S9.0I0 face value were redeemed, with an additional SSfiO 
received as interest and penalties revenue. 40 percent of the face value was reclassified 
from estimated uncollectible to Fund Balance. 

(6) 53,790 face value of tax sale certificates which had been held the legally stipulated 
period without a buyer were canceled, and a tax title for the property was given to a 
governmental!)’ affiliated agency. 

(7) In addition to tax certificate transactions narrated above, the county authorities sold 
tax sale certificates having a total face value of S15,980 for cash of 511,320. 

You are required to record all transactions stared above. 


Suspecting irregularities in accounting for tax sale certificate transactions, 
the administration of Harbor City' employed an accounting firm to make 
a detailed audit of tax sale certificate transactions early in the fiscal year 
beginning October 1, 1969. 

According to the Tax Sale Certificate ledger account the face amount 
of tax sale certificates held at September 30, 1968 was S437,650. 

The following transactions, certified by the auditors, occurred during 
the fiscal year ended September 30, 1969: 

(1) Tax sale certificates of the total face amount of 526,1 !0 shown as having been on 
hand at September 30. 1963 could not be located, nor was there a record of their sale 
or redemption up to the time of the audit. The amount was billed to the bonding 
company of the former employee charged with the shortage. 

(2) The face value of tax sale certificates representing properties transferred to other 
governmental agencies without compensation was 524,090. 

(3) Amount of current and delinquent taxes and interest and penalties receivable con- 
verted to tax sale certificates during fiscal 1969 was 5301.030. 

(4) Receipts from sale of certificates, at a gain of 55,820, were 541,630. 

(5) Face amount of certificates reported sold during fiscal 1969 at no gain or loss was 
$367,140. 

(6) Cancellation of certificates as a result of legal action came to S4."90. 

(7) Face value of certificates issued as part of transaction (3), which could not be located 
or otherwise accounted for and were, therefore, charged to the former employee's 
bonding company, was 55,020. 


You are required to prepare a statement of changes in tax sale certificates 
such as the auditors might have prepared to report the information provided 
above. 

Arrange information to show both “book” and actual balances of Tax 
Sales Certificates controlling account at September 30, 196S. 


A new employee of the village of Coldwater was given the following 
. collection of property tax information relating to the fiscal years ended 
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June 30, 1967-69, inclusive, for use in preparing a summary of what it 
reveals: 

1967 : Prior years’ levies uncollected at beginning of year, 584,390; current 
year’s total levy, $312,740; abatements and other downward adjust- 
ments, $21,380; collections on 1967 levy, $266,710; collections on 
prior years’ levies, $26,980. 

1968: Current year’s total levy, $333,980; abatements and other down- 
ward adjustments, $29,440; collections on 1968 levy, $271,030; col- 
lections on prior years’ levies, $28,050. 

1969: Current year’s total levy, $361,020; abatements and other down- 
ward adjustments, $3 1,740; collections on 1969 levy, $297,250; col- 
lections on prior years' levies, $28,530. 


Instruction to the new employee directed him to prepare a columnar state- 
ment based on the preceding information, showing for each year the fol- 
lowing facts: current year’s levy; abatements and other downward adjust- 
ments for each year; collections of current year’s taxes; percent of current 
year’s levy collected or canceled by end of year; amount of prior years’ 
taxes collected; accumulated delinquent taxes (including current year’s un- 
paid taxes); percentage of accumulated delinquent taxes to current year’s 
net levy. (Net levy is total levy less abatements and downward adjustments.) 

You are required to prepare such a statement as the new employee was 
directed to make. Carr} 7 percentages to the nearest tenth. 

CONTINUOUS PROBLEM 

15-L. You are required to: 

a) Compute the general fund tax rate per $100 assessed valuation for 
the city of Bingham from the information in Problems 1-L through 
14-L. 

b ) A resident of the city of Bingham is required to pay property tax 
levies of the state, count} 7 , township, and metropolitan school district, 
as well as the city general fund. If the rates per $100 assessed valua- 
tion are for the state, S0.01; count} 7 , $.41; township, $.14, and school 
district, $1.75 — what total amount of raxes would a Bingham tax- 
payer have to pay if his personal property assessment xvas $ 1 ,850, 
and his real property assessment was $4,150? 

c) Assume that the state in which the city 7 of Bingham is located had a 
mortgage exemption law. This law provides that each propert} 
owner whose home is subject to a duly recorded mortgage mat 
claim an exemption from taxation of Si, 000 assessed valuation of 
real property 7 , or the face of the mortgage, whichever is less. If 
mortgage exemptions granted total $4,000,000, compute the total 
property tax the taxpayer in part ( b ) would have to pay, if: 

(1) He had filed for and received a mortgage exemption of $1,009. 

(2) He had not filed for or received any mortgage exemption. 


Chapter 16 

Summarization of interfund 
Relationships 


Two aspects of interfund relationships are of special interest in govern- 
mental accounting. One of these concerns the frequency of governmental 
transactions which affect the accounts of two funds. Such transactions 
have been referred to at various points in previous chapters, and at this 
juncture it is intended to treat them in summary form. Disclosure of the 
financial condition of a governmental unit is best achieved bv a combined 
balance sheet for all funds; this is the second aspect of interfund relation- 
ships discussed in this chapter. 

Nature of interfund transactions 

Transactions requiring entries in more than one fund seem to fall in 
two general classes, the term “transactions” here including any fact, 
change, or condition requiring a formal journal entry: 

1. Transactions initiated in one fund and resulting in a claim against or a 
claim by another fund. Thus, when a debt service fund is established, to be 
financed principally by general fund contributions, the debt service fund 
ordinance creates a standing commitment against general fund resources and 
results in a periodic claim against general fund assets. Of the same nature is a 
provision in the instrument creating a trust fund which dictates the automatic 
transfer of earnings to some other fund. In this case, something done by one 
fund leads to a claim by another. 

2. Transfers of assets — and, conceivably, of liabilities — from one fund to 
another, conducted upon the basis of individual situations and not repetitive in 
nature. Thus, real estate acquired by a general fund through tax foreclosure 
proceedings may be transferred to a special revenue or other type of fund. 
For this tvpe of interfund relationship, preliminary or accrual entries are 
omitted; and no record is made in the transferee fund until consummation of 
the transfer. 

For some transactions it is not possible to ascertain exactly where the 
action is initiated, but such determination is not of great importance. 
However, it is imperative to recognize all fund actions which concern the 

501 
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accounts of another fund, in order to assure the recording of the transac- 
tion in the second fund. 

Interfund borrowing 

Due to normal irregularity in the receipt of income, fund expenses 
frequently run ahead of revenue in the earlier months of the fiscal year. 
This situation, referred to in Chapter 2, sometimes gives rise to the 
necessity of temporary borrowing to avoid undue delay in the payment of 
liabilities. To avoid paying interest, fund administrators may borrow from 
some fund having idle cash to finance another that has current liabilities 
but insufficient cash. Interfund transactions and interfund relationships of 
this kind must be officially sanctioned by the proper authorities. 

Summary of typical interfund transactions 

Although many interfund transactions are the result of unexpected and 
sometimes novel situations which follow no general pattern, it is neverthe- 
less true that certain standard types prevail. In the following sections 
entries will be illustrated for some of the interfund transactions of most 
frequent occurrence, classified, in so far as possible, according to source of 
motivation. In the entries to follow, fund liabilities will frequently be 

described as “Due to Fund,” in order to show clearly the interfund 

relationship. Actually, the liabilities might be set up as accounts or vouch- 
ers payable; or, having been set up in the manner illustrated, they might 
be converted to accounts or vouchers payable if processed through a 
voucher system before payment. 

A. Transactions Initiated by Creditor Fund 

1. Upon proper approval the general fund makes a temporary loan of 
$10,000 to a special revenue fund, pending collection of taxes by the 
latter: 

Entry in general fund: 


Due from Special Revenue Fund 10,000 

Cash 10,000 


Entry in special revenue fund: 


Cash 10,000 

Due to General Fund 10,000 


Upon repayment of the loan the above entries in both funds will be 
reversed. 

2. The general fund makes a long-term advance to finance 3n mtragoi- 
ernmcntal service fund: 

Entries in general fund: 
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Advance to Intragovcrnmcntal Service Fund 1 5,000 

Cash 15.000 

Fund Balance 1 5,000 

Reserve for Advance to Intragovcrnmcntal Service Fund . 1 5.000 


Entry in the Intragovcrnmcntal Service fund: 


Cash 15,000 

Advance from General Fund 15,000 


Similar entries might be made for long-term advances by any fund to 
another. If the advance is not recoverable, it would be accounted for as 
a contribution, entries for which are illustrated elsewhere. 

3. The annual contribution due to the debt service fund from the general 
fund is $5,000: 

a) Entries for recording accrual of the contribution: 

Entry in debt service fund: 


Due from General Fund 5,000 

Revenues 5,000 


Entry in general fund: 


Expenditures 5,000 

Due to Debt Service Fund 5,000 


b) Entries for payment of the contribution: 
Entry in general fund: 


Due to Debt Service Fund 5,000 

Cash 5,000 


Entry in debt service fund: 


Cash 5,000 

Due from General Fund 5,000 


It is possible that a general fund accounting procedure might require the 
recording of encumbrances for all expenditures, in which event the 
general fund entry for recording a liability to the debt service fund 
would be preceded by an encumbering entry. This would be reversed 
before recording the liability’'. 

4. A special assessment project has been approved in the manner prescribed 
by law. Total assessments of $500,000, including $50,000 for the govern- 
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mental unit’s share of the cost, have been levied. The levy will be col- 
lected from property owners in 10 equal annual installments. 

Entries for setting up the assessment: 

Entry in special assessment fund: 


Assessments Receivable — Current 4S,000 

Assessments Receivable — Deferred 405,000 

Due from General Fund 50,000 

Fund Balance 500,000 


Entry in general fund: 


Expenditures 50,000 

Due to Special Assessment Fund 50,000 


5. An enterprise utility fund submits a bill to the general fund for electric 
service supplied to departments and agencies of the government: 
Entry in enterprise fund: 


Accounts Receivable 300 

Operating Revenues 300 


(If the enterprise fund carries special accounts for billings to govern- 
mental departments and agencies, the appropriate title would be sub- 
stituted for the debit.) 

Entry in general fund (assuming it is to pay the bills): 


Expenditures 300 

Due to Enterprise Fund 300 


As in the case of certain general fund entries previously illustrated, an 
encumbrance might have been recorded to cover the utility bill; and if 
so, the expenditure entry would be accompanied by an encumbrance 
reversal. Entries for payment of the bill are so elementary as not to 
require illustration. 

A relationship such as that illustrated above may arise from services 
or supplies furnished by an intragovernmental service fund to another 
fund, or from reimbursable construction done by a capital projects 
fund. However, in the latter case, credit for reimbursement in the capital 
projects fund would go to the Expenditures account, since the original 
expenditure charge was of recoverable nature. 

6. It is assumed that one fund has made an expenditure chargeable in part 
to another fund and has debited the entire amount to its own Expendi- 
tures account: 

Entry in general fund to charge part of an expenditure to another fund. 
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Due from Water Utility Enterprise Fund IOO 

Expenditures 100 


Entry in water utility enterprise fund for above charge: 


Operating Expenses 100 

Due to General Fund 100 


Entries for settlement would be routine in nature. 

B. Transactions Initiated by Debtor Fund 

1. Net income of a nonexpendable trust fund is required to be transferred 
to an expendable trust fund. (In practice, the exact names of die funds 
should be used.) 

Entry on books of nonexpendable fund: 


Interest Revenues 3,000 

Due to Endowment Revenues Fund 3,000 


Entry in expendable trust fund: 


Due from Endowment Principal Fund 3,000 

Revenues 3,000 


Routine entries would record the settlement between the funds. 

2. A tax agency fund, which has accounted for taxes collected for other 
funds, remits to the different funds, withholding 1 percent for fees due 
the general fund, which administers the operation of the agency fund: 
Entry in agency fund: 


Due to State 

Due to Civil City 

Due to School City 

Due to Townships 

Cash 

Due to General Fund 


70.000 
120,000 

96.000 

62.000 

544,320 

3,480 


Entry in general fund: 


Due from Tax Agency Fund 3,480 

Revenues 3,480 


Entries required to record the settlement of the S3,480 claim are obvious. 

3. A serial bond issue is sold to fund a deficit in the general fund: 

Entry in debt service fund for sale of bonds: 
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Cash 

Revenues 


100,000 

100,000 


This entry -would be accompanied by one in the general lon^-tcrm 
debt group of accounts, but no debtor-creditor relationship would be 
involved. (See section C, below.) 

Entry in debt service fund to record expenditure of proceeds of issue: 

Expenditures 100,000 

Due to General Fund 100,000 


Entry in general fund to record claim for proceeds: 


Due from Debt Service Fund 100,000 

Fund Balance 100,000 


Routine entries would record actual cash transfer between two funds. 

Entries similar to those illustrated above would be made to record 
the results of the sale of bonds for the establishment of intragovernmenra! 
service or enterprise funds if the bonds are of the general classification 
and not to be retired from revenue of the funds financed. 

4. A governmental unit general fund records liability for its annual re- 
quired contribution to an employees’ pension fund: 

Entry in general fund: 


Expenditures 8,000 

Due to Employees’ Pension Trust Fund 8,000 


Entry in trust fund: 


Due from General Fund 8,000 

Employees’ Pension Trust Fund Balance 8.000 


Only routine cash entries result from the settlement of the claim. 

C. Transfers and Other Transaction's Not Involving Debtor-Creditor 
Relationships 

1. An issue of serial bonds is sold to provide money for financing the con- 
struction of a city hall: 

Entry in capital projects fund for sale of bonds: 

Cash 500.000 


Revenues 


500,000 
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Entry in general long-term debt group: 


Amount to Re Provided for Payment of Serial Bond? 500.000 

Serial Ronds Payable 


ft 0,000 


2. During a fiscal period, total expenditures of 5400,000 on buildings were 
made by a capital projects fund. Assuming proper entries were made 
during the period (as discussed in Chapter 6) the closing entry 
should be: 

Entry in capital projects fund: 

Fund Balance 400,000 

Expenditures 400,000 


Entry in general fixed assets group of accounts: 


Construction Work in Progress 400,000 

Investment in Genera! Fixed Assets — Capital Projects 

Fund 400,000 


3. With additional expenditures of $75,000, which had been recorded, the 
project referred to in item 2, above, was completed: 

Entry* in capital projects fund: 

Fund Balance 75,000 

Expenditures 75,000 


Entry* in general fixed assets group of accounts: 


Buildings 47 5,000 

Construction Work in Progress 400,000 

Investment in General Fixed Assets — -Capital Projects 

Fund 75,000 


4. A debt service fund required additions and required earnings for a 
given year were $10,000 and $6,000, respectively; and actual additions 
and actual earnings xvere $11,000 and S5,500, respectively. 

Entry in debt service fund for actual contributions and actual earnings: 

Cash 16,500 

Revenues \ 11 ,000 

Interest Earnings 5.500 

Entry in general long-term debt group of accounts: 


Amount Available irr Debt Service Fund — Term Bonds 16,500 

Amount to Be Provided for Payment of Term Bonds . . . 


16,500 
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5. A municipal electric utility transferred land carried on its books at 
$2,000 and a building that cost $15,000, on which depreciation of $10,000 
had been recorded, to the general city administration for public use: 
Entry in electric utility enterprise fund accounts: 


Allowance for Depreciation — Buildings 10,000 

Retained Earnings (or Miscellaneous Revenue Deductions). . 7,000 

Buildings 15,000 

Land 2,000 


Entry in general fixed assets group of accounts: 


Buildings 5,000 

Land 2,000 

Investment in General Fixed Assets — Electric Utility. . . . 7,000 


6. Administrators of a municipal electric utility voted a payment of $15,000 
to the general fund in lieu of property taxes: 

Entry in enterprise fund: 


Transfer to Municipal Genera! Fund 15,000 

Due to General Fund 15,000 


Entry in general fund: 


Due from Electric Utility Enterprise Fund 15,000 

Revenues 1 5,000 


Routine cash entries would record the settlement of the contribution 

7. General obligation bonds of $100,000 par value mature. Assuming they 
are serial bonds: 

Entry in debt service fund: 

Expenditures 100,000 

Bonds Payable 100,000 


Entry' in general long-term debt group of accounts: 


Serial Bonds Payable 100,000 

Amount to Be Provided for Payment of Serial Bonds . . . 100,000 


Liquidation of the bonds would require routine cash entries. 

8. Upon completion of a construction project financed by a capital projects 
fund, the Premium on Bonds account showed a balance of $1,000 ana 
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Fund Balance a balance of $3,000, both of which amounts were directed 
to be transferred to the debt sendee fund: 

Entry in capital projects fund: 


Premium on Bonds J.000 

Fund Balance 3,000 

Due to Debt Service Fund 4,000 


Entry in debt sendee fund: 


Due from Capital Projects Fund 4,000 

Revenues 4,000 


Combined fund balance sheets 

As stated previously, the purpose of combined fund balance sheets is to 
show in a single statement the financial condition of the several funds into 
which the financial organization of a governmental unit mav be divided. 
An apparent accomplishment of this purpose is sometimes attained by the 
preparation of what might better be termed a “consolidated balance 
sheet,” in which like items of all funds are consolidated into one amount 
and the resulting totals are organized into balance sheet form. This ar- 
rangement of financial information obscures the fund-entity* principle 
which is vital in governmental accounting. On account of fund restric- 
tions upon the use of assets and the variable nature of fund liabilities and 
net worth, such a consolidated statement is regarded bv manv as having 
little real value. There are, however, two generally accepted forms of 
combined balance sheets, one being a columnar arrangement and the other 
a series of vertically arranged balance sheets, one for each fund or type of 
fund operated by the governmental unit 

Columnar combined balance sheets 

A combined balance sheet of the columnar variety may be prepared 
from the collection of balance sheets of the individual funds or groups of 
funds. The term “group of funds,” as here used, refers to two or more 
funds of the same type, such as two or more capital projects funds, two or 
more debt service funds, etc. As explained in the chapters on the individ- 
ual funds, a single balance sheet may be prepared for all funds of one type, 
with detailed schedules showing the distribution of financial items to the 
individual funds. This plan mav be used in the same manner when a fund 
group balance sheet is included in a combined statement. 

The conventional form of columnar combined balance sheet includes a 
listing of each different real account title appearing in the individual fund 
balance sheets, a listing in a Total column of the combined amount of each 
item from the several balance sheets, and in vertical columns, one for each 



510 Governmental accounting 


fund or group, the amount of each account or item belonging to that 
fund. Account titles should be listed, in so far as possible, in their usual 
balance sheet order. The statement is ordinarily divided into an upper part 
containing asset and resource accounts and a lower part for liability and 
net worth accounts. For reasons indicated in connection with the discus- 
sion of consolidated fund balance sheets, amounts appearing in the Total 
column have little or no significance. The chief value of the total figure 
for each account appears to lie in its service in checking the accuracy of 
amounts in the individual fund columns; so it would appear that the Total 
column might be omitted without impairing the statement’s value. An 
example of the columnar combined form appears in Illustration 16-1. 

Vertical combined balance sheets 

This form of combined balance sheet requires little explanation or 
discussion. It is essentially a series of fund or group balance sheets in 
account form, arranged in vertical order. A general heading preceding the 
first balance sheet and giving the name of the governmental unit, the name 
of the statement, and the date would suffice for all statements in the 
combination. However, each individual balance sheet should be preceded 
by the name of the fund or fund group to which it applies. After the last 
balance sheet a total may be shown for all amounts on each side, but these 
totals would be meaningless and may as well be omitted. An example of 
the vertical form appears in Illustration 16-2. 

Comparison of the two forms 

Examination of the columnar form of combined balance sheet (sec 
Illustration 16-1) and experience in the preparation of such a form reveal 
that it has one outstanding advantage and probably two disadvantages or 
objectionable features: 

1. It is advantageous in the compactness of form with which the informa- 
tion is arranged. By the use of smaller type an unusually large amount of in- 
formation may be presented within a limited scope. 

2. One objection to this form is the difficulty of arranging the information 
in the statement in the form and order usually expected in a balance sheet. For 
example, fixed assets are usually shown first in a utility balance sheet; whereas 
fixed assets of an intragovemmental service fund are placed at the bottom of 
the asset section. Reconciling these conventional differences offers a problem 
of judgment in setting up a columnar form of statement including the two 
funds. The desirability of reducing detail leads to other compromises in the 
handling of valuation allowances. Also, indentions and groupings pose some- 
thing of a problem. 

3. A second objectionable feature of the columnar form is the great num- 
ber of titles that may appear in the list of accounts and the difficulty of asso- 
ciating the amounts in the fund columns with the titles to which they belong. 
The arrangement of the information for any one fund is definitely inferior to 



Illustration 1&-1 

TOWN OF AVONDALE 

Combined Balance Sheet — All Funds and Groups 
December 31 , 1 96 V 


Explanation 


Assets end Resources 

Cash 

TaxeJ receivable (net) 

Interest and penalties (net) 

Special assessments receivable.. . 

Due from other funds 

Accrued income 

Inventories 

Bonds authorized — unissued 

Amount to be provided for bond 
payment 


Cafitel S j fnct Cf . rra , j r ; r ., r . ; 

I'foycu An '"- f ix ,> lU'fTr* 

ru,i ■ j \ IUU 

/ uni l u-d * 


73,000 l $18,000 $ 37,000 * $ 13,000 { $ 5.000 i 

61.000 


Land 

41,000 

Buildings 

1 $ 145,000 

Improvements other than build- 


ingj. 

! 230,000 

Machinery and equipment 

29.000 


$ 404,000 

Less: Allowance for deprecia- 


tion... 

18,000 


S 386.000 

Work in progress 

17.000 

Tout Assets and Resources . 

SI. 355.200 


8.007 j S 33.000 
$25,000 i 1 20, COO 

230.000 

27.000 

$34,000 $350,000 

15.000 

S36.000 ! $350,000 


$1,355,200 | $84,800 | $250,700 j $149,600 j $87,100 | $383,000 | $400,000 


Liabilities , Appropriations, 
Resenes, Contribution, 
end Fund Balance 
Liabilities: 

Vouchers payable 

Accrued expenses 

Contracts payable 

Contracts payable — retained 

percentage 

Taxes received in advance. . . 

Due to other funds 

Serial bonds payable 


Total Liabilities . 


Appropriations and reserves: 

Appropriations 

Reserve for encumbrances . . . 
Reserve for inventory 


Total Appropriations and 
Reserves 


Contribution and fund balance: 
Contribution from general fund 

Fund Balance 

Investment in fixed assets 

Total Contribution and 

Fund Balance 

Total Liabilities, Appro- 
priations. Reserves, 
Contribution, and Fund 
Balance 


$ 26.600 

$11,300 


S 10.S00 

S 4,500 

2.100 

1,200 



900 

60,600 


$ 28,900 

31,700 


21,300 

* 

21,300 



700 

700 




4,200 

3,400 


SOO 


405,000 




5.0X1 

S 520.500 



S 95.000 


$ 10.000 

$ 85.000 


235.000 

S16.500 

190,000 

21,500 

S 7,200 

5,100 

3.100 




S 333.100 

S19.600 

$200,000 

S106.300 

$ 7,200 

S 59,000 




$59,000 

59.600 

$48,600 

S 300 


10.500 

383,000 





$ 501,600 

S4S.600 

$ 500 


$69,500 

Si. 355. 200 

$84,800 

$250,700 

$149,600 

$87,100 



55S3.000 
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exist in one fund that would delay payment to the other, or interfund 
transactions of an unapproved nature might be concealed by the elimina- 
tion of the balances. For these reasons, retention of interfund balances is 
strongly recommended. 


QUESTIONS 

1. A single balance sheet in which like items of all funds are consolidated into 
single figures has the valuable attribute of being very compact. Why, then, 
is the consolidated balance sheet for all funds not used more extensively? 

2. Combined balance sheets in columnar or vertical form are common in pub- 
lished financial statements of units of government. What do you think of 
the value or practicability' of combined columnar statements of revenue and 
expenditures? 

3. a) State the principal reasons for the use of several funds in the accounts of 

governmental units. 

b ) List five kinds of funds frequently' found in the accounting system 
of a municipality', and discuss briefly' the content of each. 

(AICPA) 

4. The town of Needmore general fund operates on a calendar-y'ear basis, 
while one of its debt service funds operates on a July' l~June 30 fiscal year. 
The general fund makes annual contributions to the debt service fund. In 
preparing statements for a combined columnar balance sheet for December 
31, 1969, should the general fund contribution for 1970 be accrued on the 
books of both funds? 

5. The electric utility' fund of Superior City' furnishes service, without charge, 
to city' departments and funds. Should accounting records be prepared for 
this interrelationship, or should it be ignored for accounting and reporting 
purposes? 

6. Some small municipalities operate their electric and water utilities on a 
more or less joint basis, using the same personnel and to some extent the 
same facilities. When this practice is followed, should records be combined 
and consolidated statements be prepared for the two sendees? 

7. A municipal chief executive contends that since he is titular head of all 
municipal activities, he has authority to transfer assets from one fund to 
another on a temporary 7 basis, because “it is all in the family'.” What is the 
merit, if any 7 , of the may'or’s contention? 

PROBLEMS 

1. Below are given statements of two unrelated transactions, each of which 
affected the accounts of more than one fund or group of accounts. ^ ou arc 
required to make entries in general journal form for recording the effect 
of each transaction on the various funds and groups. Indicate clearly the 
fund or group to which each entry 7 relates, and give a brief explanation of 
each entry 7 . 

(I) a) Issuance of $500,000 par value of 4 percent general obligation 20-ycar bonds " 3S 
authorized for acquisition of a building. 
b) The bonds were sold on issue date at 102. 
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r) A formal contract was let for acquisition of a building at a cost of 5498,000. 
if) A total of 5499,500 cash was paid our for the building, including legal and other 
expenses in addition to the contract price. (Votiehcring may he omitted.) 

e) Capital projects fund temporary accounts were closed, with the fund balance being 
shown as due to the debt service fund. 

f) The balance of cash was transferred to the debt service fund. 

(2) a) A city purchasing agent accepted one of several bids for furnishing a police patrol 
car, and a contract was made with the successful bidder. The contract called for 
the payment, by the general fund, of $2,200 cash and the delivery to the dealer of 
a car then in service. 

/>) Delivery was received on the new unit; and the old unit, for which the general 
fund had paid 53,765, was delivered to the dealer. An allowance of $1,760 was 
received on the trade-in. The purchase was vouchcrcd. 
c ) The voucher for purchase of the automobile was paid. 


2. Below are stated a number of transactions, some of which arc related and 
some not. Each transaction except the first affects the accounts of more 
than one fund or group. You arc required to make all necessary entries for 
the transactions. Group all entries for each transaction, and show the fund 
or group to which each entry' relates. Explanations may be omitted. 

(1) 51,400,000 par value of 4 percent, 10-year general obligation bonds were authori?.cd 
for construction of a municipal administration building. 

(2) The intragovcrnmcntal service fund paid preliminary costs of 525,000 for the benefit 
of the administration building capital projects fund. 

(3) The bonds were sold at 98. 

(4) The debt to the intragovcrnmcntal service fund was paid. 

(5) During the first year, capital projects fund expenditures, excluding the amount paid 
by the intragovcmmental service fund, totaled 5815,000, and total expenditures were 
closed at the end of the year. (Only the closing entry is required for this transaction.) 

(6) Also during the first year the general fund contributed $7 5,000 to a debt service fund. 
The payment had been budgeted by the general fund but was not encumbered. 

(7) During the second year, with additional expenditures of $526,000, for which the entry 
may be omitted, the project was completed. All accounts of the capital projects fund 
were closed, and the balance of cash was transferred to the debt service fund men- 
tioned in (6). 

(8) The debt service fund retired $100,000 par value of serial bonds. 


3. The first list below consists of some types of funds it is possible for a mu- 
nicipality to have. The second list contains a number of transactions that 
occurred in one municipality. List the transaction numbers on a sheet of 
paper and indicate opposite the number of the transaction the fund or funds 
(if any) in which each transaction would customarily be recorded. All 
transactions are to be strictly construed. 

Types of Funds: 

General fund 
Special revenue fund 
Special assessment fund 
Capital projects fund 
Intragovemmental service fund 
Debt service fund 
Trust fund 
Agency fund 
Enterprise fund 
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Transactions: 

(1) City motor vehicle license fees, to be used for general street expenditures, were col- 
lected. 

(2) An issue of bonds, the proceeds of which were to be used for the erection of a new 
city hall, was sold. 

(3) Real estate and personal property taxes, which had not been assessed or levied for 
any specific purpose, were collected. 

(4) Salaries of personnel in the office of the mayor were paid. 

(5) An issue of bonds, to be used to pay for the improvement of streets in the residential 
district, was authorized. The debt is to be serviced by assessments on property 
benefited. 

(6) Sums of money were received from employees by payroll deductions, to be used for 
the purchase of United States government bonds for those employees individually. 

(7) A sum of money was appropriated, to be advanced from moneys on hand, to finance 
the establishment of a city garage for servicing city-owned transportation equip- 
ment. 

(8) A contribution was received from a private source. The use of the income earned on 
the investment of this sum of money was specifically designated by the donor. 

(9) Materials, to be used for the general repair of the streets, were purchased. 

(10) Interest was paid on city hall building bonds after construction was completed. 

(1 1) Payment was made to the contractor for progress made in the erection of a new 
city hall. 

(12) Proceeds received from the sale of a bond issue were used for the purchase of the 
privately owned water utility in the city. 

(1 3) Property taxes, which were designated to be set aside for the eventual retirement of 
the city hall building bonds, were collected. 

(14) The city garage was reimbursed for services on the equipment of the fire and police 
departments. 

(1 5) Various amounts were paid by property owners for the benefits they received from 
the street improvement project. 

(16) Interest was paid on city' hall building bonds before construction was completed. 

(17) Interest was paid on bonds issued for the purchase of the water utility. 

(18) The water hydrant rental was paid. 

(19) Interest was paid on bonds issued for payment of the improvement of streets in the 
residential district. 

(20) Interest was received on the investment of moneys set aside for the retirement of 
city hall building bonds. 

(Indiana State Board of Accounts, adapted) 

4. The city of Morgantown entered into the following transactions during 
the year: 

(1) A bond issue was authorized by vote to provide funds for the construction of a new 
municipal building which it was estimated would cost 53,000,000. The bonds were 
to be paid in 10 equal installments from a debt service fund, payments being due 
March 1 of each year. Any balance of the capital projects fund is to be transferred 
directly to the debt service fund. 

(2) An advance of $30,000 was received from the general fund to be used as earnest 
money on the land contract of 5300,000. The earnest money was paid. 

(3) Bonds of 52,900,000 were sold for cash at 102. It was decided not to sell all of the 
bonds because the cost of the land was less than was expected. 

(4) Contracts amounting to 52,560,000 were let to Michela & Company, the lowest 
bidder, for the construction of the municipal building. 

(J) The temporary advance from the general fund was repaid, and the balance on the 
land contract was paid. 

(6) Based on the architect’s certificate, warrants were issued for $1,280,000 for the 
work completed to date (not vouchercd). 

(7) Warrants paid in cash by the treasurer amounted to SI, 250,000. 

(8) Due to changes in the plans, the contract with Michela 5c Company was revised to 
$2,640,000; the remainder of the bonds were sold at 101. 
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(9) Before the end of the year the building lud been completed, and additional warrant* 
amounting to S 1,360.000 were issued to the contractor in final payment for the 
work. All warrants were paid by the treasurer. 

(10) Accounts were closed and the fund balance transferred to the designated recipient. 

Required: 

it) Record the above transactions in Capital Projects fund T accounts. 
Designate the entries in the T accounts by the numbers which identify 
the data. 

b) Prepare applicable fund balance sheets as of December 31, considering 
only the proceeds and expenditures from capital projects fund transac- 
tions. 

(AICPA, adapted) 

J. The city of New Amheim has engaged you to examine the following bal- 
ance sheet which was prepared by the city’s bookkeeper: 


CITY OF NEW ARNHEIM 

Balance Sheet 
June 30, 1969 


Assets 

Cash $ 159,000 

Taxes rcceis-ablc — current 32,000 

Supplies on hand 9,000 

Marketable securities 250,000 

Land 1.000,000 

Fixed assets 7,000.000 

Total SS.450.000 


Liabilities 

Vouchers payable S 42,000 

Reserve for supplies inventory 8,000 

Bonds payable 3,000.000 

Fund Balance 5.400,000 

Total .S8.450.000 


Your audit disclosed the following information: 

(1) An analysis of the fund balance account: 


Balance, June 30, 1968 

Add: 

Donated land S 800,000 

Federal grant-in-aid 2,200,000 

Creation of endowment fund 250,000 

Excess of actual tax revenue over esti- 
mated revenue 24,000 

Excess of appropriations closed out over 

expenditures and encumbrances 20,000 

Net income from endowment funds 10.000 


Deduct: 

Excess of Cultural Center operating ex- 
penses over income 

Balance, June 30, 1969 


$2,100,000 


3.304.000 

5.4 04.000 

4,000 

$5,400,000 
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Cnsh: 

For general operation.':, including $5,000 in petty cash 18.000 

Earmarked to investments for bond retirement (represents in- 
terest earned over the actuarial estimate) 840 

Balance of cash donated by J. Stark, the net income from which 

is to supplement library operations 12,000 

Undistributed balance of cash received from J. Stark invest- 
ments and apartment rents 3,000 

Buildings: 

For general operations 235,000 

Apartment building donated by J. Stark on July 1 , 1969. Net 


income is to be used in the operation of the library. Cost of 
completion to Stark, July 1 , 1959,596,000 (exclusive of cost 
of land), with estimated life of 50 years, no salvage. Ap- 


praised value on July 1 , 1969 90,000 

Equipment : 

For general use 280,000 

Apartment furniture purchased with donated cash, October l, 

1969, estimated life 10 years, no salvage. Cost 36,000 

Streets and curbs built by special assessment funds in prior years 

(all collected). The city contributed one third of the cost. . 300,000 
Land: 

For general use 60,000 

For apartment building site 10,000 

Supplies: 

For general operation 1,800 

For apartment house operation, purchased by income cash 300 

Originally purchased for general operation, transferred to and 

used in library operations; no settlement has been made — 2,400 

Vouchers payable — for general operations 16,000 

3 percent 30-year bonds payable, due on December 31, 1 996 (is- 
sued for purchase of land, buildings, and equipment) 400,000 


List die funds or group tides that would be required for the city on the 
basis of the above information, leaving at least 15 lines between each tide. 
Under each tide, make one summary journal entry that will record all of 
the required accounts and amounts in the appropriate fund. 

(AICPA, adapted) 

7. a) Rearrange the following balance sheet of the town of Nashville in ac- 
ceptable form for municipal reporting: 

BALANCE SHEET 
June 30, 1969 
Assets 

Current: 

Cash S 50,000 

Taxes receivable (including special assess- 
ments, $80,000) 100,000 

Supply inventories 10,000 

Investments of trust funds 30,000 $ 190,000 

Fixed : 

Land $100,000 

Buildings 800,000 

Equipment 50,000 950,000 

$1,140,000 
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Liabilities 


Current: 

Accounts payable 

Fixed: 

General obligations bonds payable $350,000 

Special assessment bonds payable 75,000 


Fund equities: 

General fund $ 35,000 

Trust funds 40,000 

Capital projects fund 25,000 

Special assessment fund 5,000 

Capital fund 600, OOP 


$ 10,000 
425,000 


705,000 

$1,140,000 


b) The town of Nashville, for which the balance sheet in part (a) was 
prepared, should use budgetary accounts. You are to prepare the balance 
sheet for its general fund at the end of its first month of operation in 
its fiscal year starting July 1, 1969. The following events are to be 
considered: 

(1) A budget was adopted which provided for property taxes of $210,000 for general 
municipal purposes, and for estimated revenue from fees, etc., of $23,000. Ap- 
propriations were $ 1 80,000 for current operations, $20,000 for debt service, and 
S3 5,000 for street and other capital improvements. 

(2) During July, purchase orders of $9,400 were placed, $3,150 of which were re- 
ceived and vouchered at an actual net cost of $3,078. Payroll amounting to $5,185 
was vouchered, and $14,000 of accounts payable were paid. 

(3) $21,000 of 1968-69 taxes were collected, $18,350 of which were special assess- 
ments. Also, $466 of delinquent taxes were collected; these taxes had been 
written off. Miscellaneous fees, etc., collected amounted to $2,060. 

(4) Inventory of supplies at the end of the month was $10,400. 

(AICPA, adapted) 


8. From the following data concerning the accounts of the city of Milton at 
September 30, you are required to construct fund or group trial balances 
in proper form for use in preparing balance sheets at that date. This will 
require the addition of some account titles, the names and amounts of 
which you must ascertain from the related information. 


( 1 ) 

( 2 ) 

( 3 ) 

(4) 


Cash on hand amounted to $1,068,173.28, of which $575,587.58 belonged to the 
general fund, $298,937.92 to the water fund, $56,949.96 to the trust fund. $6,837.9! 
to the debt service fund, and $166,493.90 to the capital projects fund. The special 


assessment fund had a cash overdraft of $36,633.99. 

Accounts receivable included $247,867.60 in the general fund and $ 55 , 1 16.79 in the 
water department. A 2 percent allowance had been provided for possible loss. 
The general fund had $182,129.04 due from the special assessment fund, and the 
water fund had $16,382.07 due from the general fund. 

Of the completed permanent property recorded on the books, the water department 
had $3,829,066.12, and $10,875,425.69 represented general property' of the city. 
Composition of the two totals was as follows : 


Explanation Water Fund 

Land $ 67,520.00 

Structures and improvements 3,175,329.80 

Equipment 586,216.32 


General 

$ 285,391.76 

10,326,240.81 
263,793.12 
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Genera! fixed arrets had been acquired as follows • from the capita! projects fund, 
$5,656,832.19; frotn the special assessment fund. $3,876,954.23; and from the 
general fund, 51,246,^33.08. 1 he balance had been acquired through miscellaneous 
gifts. 

(5) In the water department, total allowances for depreciation were 5 1 , 304.026.3 I . Of 
that amount, SI, 062, 390. 52 applied to structures and improvements and the balance 
to equipment. 

(6) Property taxes receivable amounted to $2,546,314.85, of which S2, 382, 742.42 ap- 
plied to the pcncral fund and the balance to the debt service fund. An allowance of 
3 percent was provided for possible loss on there taxes. 

(7) Special assessments receivable totaled $1,769,830.3 3. 

(8) Unexpired insurance premiums totaled $1,655.92 on general city property and 
$2,863.09 on water fund property. 

(9) Interest payable amounted to S9.173.75 in the general fund, $ 1,438.75 in the special 
assessment fund, and $4,706.66 in the water fund. 

(10) Investments included the following: 


Pur Unamortized Unamortized 
Explanation Value Premium Disrount 

Trust fund S 16,000 $ 829.08 

Debt service fund 290,000 1,655.04 $1,212.85 


(11) Inventories of materials and supplies totaled $81,296.42, of which $13,493.26 be- 
longed to the general fund and $67,803.16 to the water fund. 

(12) Of the vouchers payable, the general fund owed S397,203.72; the special assessment 
fund, $19,713.61; the water fund, $9,157.45; and the trust fund, $3,146.45. 

(13) Construction work in progress amounted to $42,285.23 in the water fund and 
$3 1,496.20 which had been done by the capital projects fund. 

(14) Contracts amounting to $4,367.50 are payable by the general fund and $1 19,286.40 
by the capital projects fund. 

(15) Bonds payable included $1,424,000 of special assessment bonds, $1,412,000 of water 
fund bonds, and $3,666,250 of general bonds. Of the general bonds, $1,780,000 
were sinking fund bonds, and the remainder were serial bonds. 

(16) The water department had retirement work in progress in the amount of $8,762.39 
at this date. 

(17) The total assets accumulated for the payment of sinking fund bonds at maturity was 
$448,627.84. 

(18) The water fund had been started by the purchase of a going utility through a con- 
tribution from the general government in the amount of $1,264,327.84. 

(AICPA, adapted) 
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Cash Procedures and Accounting 


Because of its high state of liquidity and ease of transfer, cash occupies 
a preeminent position in the attention of accountants and auditors. Its 
usefulness to the rightful owners and its attractiveness to others cause it to 
be widely sought by means usually fair but sometimes foul. Furthermore, 
possibilities for honest mistakes are numerous in the receipt, custody, and 
disbursement of cash. Administrators, accountants, and auditors must be 
constantly alert in their endeavors that only fair or legal methods be used 
and that loss through error be reduced to a minimum. These observations 
are no less true of governmental cash than of that belonging to private 
individuals or enterprises. In fact, the greater separation in government of 
the ones who pay and the ones who spend, and the need for protection of 
those by whom government is financed, may constitute an even greater 
obligation for safeguarding public cash. Although parts of the following 
discussion may incidentally be applicable to cash in general, special refer- 
ence is intended to cash of governments. 

Requirements for adequate cash accounting 

Some elements of desirable cash procedure pertain strictly to cash in 
one or another of its forms. Other elements may relate not only to cash 
but also to other financial aspects of the governmental unit concerned. As 
one example, some cash accounting procedures are closely related to 
accounting for revenue and expenditures, others to the reduction of 
noncash assets. It may be said that, in general, adequate cash accounting 
procedures must include the following: 

1. Provision for determining, in so far as is reasonably possible, that the gov- 
ernment receives all the cash to which it is legally entitled. 

2. Accurate and complete accounting for cash that is received, with some 
forecasting of cash to be received during a future period. 

3. Adequate protection of cash between the time of receipt and the time of 
disbursement. 

4. Accurate and complete accounting for cash disbursed, sometimes supple- 
mented by a schedule of anticipated expenditures during a future period. 

522 
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An indispensable element of good cash procedure, whatever other 
safeguards may exist, is a carefully planned and diiigcntiv applied system 
of internal control of the kind discussed in earlier chapters. In addition to 
the main scheme of internal control, there arc numerous other techniques 
— such as the bonding of all employees handling cash and regular annua! 
audits — which serve to prevent or reveal irregularities: but detailed discus- 
sion of these precautions is not appropriate here. 

Determining whether all cash that ought to be received is received 

One situation permitting a definite, clear-cut comparison between cash 
that should be received and cash actuallv received is found in the case of 
certain governmental revenue which is accounted for on the accrual basis. 
Tf one or more units or departments of government arc charged with 
ascertaining and billing a given kind of revenue, whereas another depart- 
ment accounts for collection, the arrangement represents a very desirable 
form of control over cash. The best illustration of a situation such as the 
one described above is the prevailing practice and plan of handling the 
assessment, billing, and collection of property taxes. In one state, for 
example, assessing and billing are functions of the assessors’ and auditors’ 
offices, and collection rests with the treasurer. Because of direct and 
indirect checks upon taxes reported as unpaid, the possibilities for the 
diversion of cash collected from taxpayers, without disclosure, is reduced 
to a minimum. Unfortunately, this control device cannot overcome de- 
fects in the assessment procedure which may undervalue property or 
entirely omit it from the basic inventor) 7 . However, this latter deficiency 
is more of a revenue than a cash problem. 

Other forms of governmental revenue activity which lend themselves 
to the use of an accrual or semiaccrual basis are utility 7 services, some kinds 
of licenses and permits, revenue from the use of money and property, and 
revenue from other agencies. Utility services are furnished on a contrac- 
tual basis; and with the proper use of service, billing, and collection forms, 
a close degree of correlation between the amount due and the amount 
received is possible. Many kinds of licenses and permits are granted for 
privileges to operate at specified locations or within given areas, and 
failure to obtain a license or permit is readily ascertainable. Assuring that 
fees arising from licenses and permits will be accounted for is largely a 
matter of using prenumbered authorization forms, for which strict ac- 
counting must be made. Money and property 7 are of such tangible nature 
that accrual of income for their use and receipt of cash from that source 
are readily ascertainable through record keeping and the exercise of 
reasonable care. Also subject to exact verification are receipts from the 
sale of bonds, from the issuance of notes, and from special assessment 
levies. 

Some forms of revenue do not lend themselves to the use of accrual 
accounting; but once having reached the realization stage, accurate ac- 



524 Governmental accounting 


counting for the cash to be received is largely a matter of well-organized 
and •well-administered procedures. Thus, it is not possible to determine 
accurately the amounts of income or gross receipts taxes which each 
taxpayer should pay; but once the taxpayer has acknowledged his liability 
by filing a return, or his employer has filed an informational return, there 
can be close correlation between amounts of cash that should be received 
and amounts actually finding their way into the treasury. On the munici- 
pal level, there is no practicable way of accruing revenue from parking 
meters; but once the money has been placed in the meter, determination 
of whether it gets into the bank account is a matter of establishing 
recognized safeguards around its movement from meter to bank account, 
that is, at least one check or control at every stage. 

The nature of some kinds of revenue or receipts and the manner of 
collecting them almost defy conclusive accounting for the proceeds. Not 
only do they not lend themselves to accrual accounting; but for some, it is 
difficult to determine whether they have been collected and, if so, in what 
amount. In this category are fines, forfeitures and penalties, some kinds of 
fees, refunds on disbursements, collection of receivables previously writ- 
ten off, and miscellaneous transactions not formally recorded until cash is 
received. 

In summary, to assure that cash collected will be fully accounted for: 

1. The accrual basis of accounting should be used wherever possible, in 
order to establish liability of some employee or department to account for- 
mally for realization into cash of the asset recorded by the accrual. 

2. Wherever possible, prenumbered forms should be used as a sort of 
receipt to be issued to the payer; every one of the numbered forms should be 
strictly accounted for; and payers should be encouraged to demand a formal, 
written receipt. 

3. A system of internal control or check should be developed with the 
smallest possible number of weaknesses under the prevailing conditions and 
circumstances. 

A possible flow chart for cash receipts is shown in Illustration 17-1. 

After receipt of cash has been made a matter of record, the next step is 
proper and complete reporting. Since a governmental unit may operate 
several funds, it is important to determine with certainty and to report the 
one to which each receipt belongs. Ownership of most cash is ascertain- 
able without difficulty, but some collections may be of such miscellaneous 
* • , . 

nature that the classification should be settled by someone with recog- 
nized authority to decide doubtful cases. Within each fund, it is impera- 
tive to indicate the exact credit to be recorded for the cash received. 
These credits mav be to receivables, to revenue accounts for income not 
previously accrued, to liability accounts, to asset accounts for investments 
or properties sold, to expenditures accounts for refunds, and to others. 
Reporting of collections should be done in some prescribed form with 
supporting documents arranged in a predetermined manner, the entire 
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FLOW CHART OF RECEIPTS TRANSACTIONS 



Municipal Finance Officers Association o( the United States and Canada. Simplified Municipal Mcountinp (Chicago, 1950). p. 92. 
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arrangement devised to accomplish accurate and speedy recording of the 
transactions represented. Cash receipts should be delivered or deposited in 
total, without reductions for disbursements; but this admonition is some- 
times ignored for convenience. 

Classification by fund 

Techniques and rules for recording cash received by a governmental 
unit are primarily responsibilities of the accounting department. It is 
charged with assuring that receipts are distributed to the various funds or 
activities to which they pertain. In simpler terms, this means that the 
accounting department must see that each fund or activity gets the cash to 
which it is rightfully entitled. Concerning the other side of the transac- 
tion, the sources from which cash is received must be recorded with 
accuracy. If it came from individuals or others to whom some charge had 
been made on a prior occasion, its recording must provide for properly 
crediting the accounts of those who had previously been charged. If no 
formal charge had been made, the credit will indicate the revenue or other 
source from which the collection originated, in order that statements and 
other financial reports may be prepared. 

Media for the recording of cash receipts by the accounting department 
will normally consist of duplicate copies of receipts, stubs of licenses, etc., 
issued, but sometimes will consist only of classified summaries of depart- 
mental collections. These media may originate in departments, in special 
cashiers’ offices, or in the main office of the treasury itself. Preferably, 
media and records for cash collections submitted to the accounting de- 
partment should include not only copies or portions of the underlying 
document for each transaction but also a formal summarization showing 
sources and ownership of cash collected. These evidences may be accom- 
panied by one or more copies of a bank deposit slip if the collection was 
deposited directly by the collecting agency, or by the collectors them- 
selves. 

Going a step further in control, some procedures may require forma! 
permission by the controller before the collections may be presented to 
the treasurer. This permission may be in the form of a pay-in warrant or 
order, which is basically a formal acknowledgment that the collections 
and records thereof are accepted and an authorization to the treasury to 
receive them. One large city requires multiple copies of a “treasury 
deposit slip” to be presented with departmental collections. If the collec- 
tions and report are in order, two copies are authenticated to indicate 
acceptance of the departmental report and approval for transfer of the 
collection to the treasury. 

Two kinds of postings will be made from the media accumulated in the 
recording and handling of cash receipts. These are postings to detailed 
accounts and postings to summary or control accounts. Postings to ac- 
counts with customers and other debtors, existing in the form of receiv- 
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aides, may possibly be made from registers or other summaries of enffi 
received; but the better practice seems to be to make postings of this sort 
from copies of receipts, from stubs, or from other basic evidence of the 
transaction, with postings to the receivables control being made from a 
summary of all collections on receivables. Ledgers of customers’ accounts 
may be kept in departmental offices, as for utilities, and detailed postings 
made there; but generally speaking, most subsidiary ledgers, such as for 
revenues and expenditures, will be in the general office of accounts. 
Postings to revenue subsidiary ledger accounts may be made from totals 
of groups or batches of media representing collections of each kind of 
revenue. Postings to the Revenues controlling account will be made in the 
form of some total figure, such as the amount of all revenue collected 
during the day or possibly month, depending upon the form of original- 
entry record used. 

Custody and protection of cash 

As mentioned previously, one device used to protect against loss is the 
bonding of all employees entrusted with handling cash. To make this 
safeguard protective to the fullest extent, daily or other frequent checks 
must be made upon cash in the custody of the individuals bonded. A 
common practice contributing to this end is the preparation of daily or 
other periodic cash statements accounting for beginning balances, in- 
creases, decreases, and ending balances. Wherever possible, increase and 
decrease totals should be properly substantiated by documentary evidence 
— for example, copies of paid warrants for disbursements. 

Under some circumstances, variations may exist between cash as shown 
by the accounting department and cash according to the treasurer's 
records. Certain transactions may have been recorded by one and not by 
the other. Accounting for warrants payable is a common source of 
difference between the two sets of records. Let it be assumed that the 
accounting department credits Cash to record warrants drawn upon the 
treasury, whereas the treasurer credits Cash only when a check is issued or 
when the warrant is countersigned and issued, if the warrant serves as a 
bill of exchange after signature by the treasurer. At a given time, warrants 
issued by the accounting department but not yet covered by payments in 
the treasurer’s office would cause the records of cash in the two offices to 
differ. On the other hand, the accounting department may treat warrants 
as liability instruments and not credit Cash (and debit Warrants Payable) 
until evidence of disbursement has been received from the treasurer’s 
office. In this event, warrant payments which have not yet been taken up 
on the controller’s books would cause variance between the two Cash 
accounts. Thus, in governmental accounting, cash reconciliations must 
recognize not only deposits in transit, outstanding checks, and other 
similar causes of difference found in reconciling individual and commer- 
cial bank accounts, but also another set of differences in the form of 



17 — Cash procedures and accounting 529 


some consolidation would probably be advisable or even necessary — per- 
haps a separate bank account for each type of fund, such ns general, trust, 
etc. Different colors of checks can be used to distinguish between dis- 
bursements applicable to the several funds participating in the joint ac- 
count. The exact measure of consolidation or separation to be practiced 
should be the one which, based on experience, gives maximum accuracy 
with a minimum of time and efTort. 

Large municipalities and states have the problem of accounting for cash 
that is collected in regional, district, or departmental offices and which 
cannot well be delivered to the main treasury for acknowledgment and 
deposit. A sound and convenient method for handling such collections is 
to require them to be deposited daily to the credit of the governmental 
unit to which they belong. This reduces the danger of loss and also makes 
the collection promptly available for use by the fund to which it belongs. 
Multiple copies of receipted tickets should be obtained for these deposits, 
enough to provide at least one each for the depositing agent, the control- 
ler, and the treasurer of the governmental unit represented. Best results 
are obtained if the controller’s and treasurer’s copies are mailed to them 
by the depository. 

Cash records 

As suggested elsewhere, the form of records used to account for cash in 
the control of a governmental finance officer is subject to numerous 
variations; however, at least two requirements are fundamental, as fol- 
lows: 

1. The finance officer’s (treasurer’s) records must show exactly the amount of 
cash in his custody. This must include both bank balances and undeposited 
receipts. 

2. The finance officer’s records must show the ownership of all the cash in 
his custody, that is, the amount belonging to each fund. 

Charges to his cash accounts and credits to his equity accounts will 
derive largely from collections turned over for the credit of the funds. 
Credits to his cash accounts and charges to equity accounts will derive 
principally from disbursement documents, probably either a warrant for 
payment presented by the controller, countersigned by the treasurer, and 
issued to the creditor, or a check based upon a warrant presented by the 
controller. Another type of change may be an interfund transfer based 
upon a transfer warrant and not requiring a disbursement document; 
however, some governmental units require that even interfund settlements 
be accomplished by a disbursement warrant or check. Although records 
of the treasurer’s office are likely to be more or less simple in form, they 
must provide for the ultimate in accuracy and be of such nature as to 
facilitate frequent proving and reporting of funds on hand. 

Two kinds of situations may arise to complicate record keeping for the 
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may be given in various forms. An example of one possible form is shown 
in Illustration 17-4. 

The last one of the treasurer’s statements to be mentioned here is a 
bank reconciliation, in which the treasurer accounts for differences be- 
tween ending bank balances per his records and ending bank balances per 
bank statements. This statement has the usual purposes of bank reconcilia- 
tions: first, to explain normal differences between the two sets of figures; 
and, second, to bring to light possible variances requiring investigation 
and possibly other action, such as corrections or adjustments. 

Cash reconciliations should also be prepared by the controller. Prior to 
preparation of his own reconciliations, the controller should be provided 
with a copy of the treasurer’s reconciliation and with reports of bank 

Illustration 17-4 

VILLAGE OF CLAREMORE 

Bank Balances, Insurance, and Collateral 
As of February 28, 1969 



Balance 

Date 

Desig- 

nated 

In- 

Collateral 

Explanation 

in i 

Account 

surance 

FDIC 

Amount 

Description 

First National Bank, Two 
Harbors 

$16,910.88 

! 

4-4-63 

$15,000 

$39,400 

U.S. bonds 

Commercial State Bank, 

Two Harbors 

29,621.03 

7-1-65 

15,000 

50,000 

U.S. bonds 


balances obtained directly from the depositories themselves. A standard 
certificate form may be furnished the banks for supplying this informa- 
tion, or copies of bank statements in the conventional form may be 
utilized. Reconciliations by the controller will likely be somewhat more 
complex than those prepared by the treasurer because the former must 
bring into agreement not two balances but three: his own, the treasurer’s, 
and the bank’s. 

Because of the irregularity of cash receipts and the relatively uniform 
rate of expenditure, proper financial management of governmental funds 
dictates systematic forecasting of cash positions. This practice will indi- 
cate in advance the probable needs for temporary financing, or it may 
suggest the possibility of deferring expenditures and thus avoiding the 
borrowing of funds. One plan of cash forecasting involves a detailed 
estimate of receipts by funds, followed by a summary taking into account 
beginning balances and expenditures as well as estimated receipts. An 
acceptable form for estimating receipts is suggested by Illustration 17-5. 

If normal receipts arc expected to be insufficient to cover requirements 
to a given date, the result will be a negative balance, which will he 
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approximately the amount of financing required from outside the fund. 
The necessity for a loan may be indicated also bv expanding the statement 
by including the title “Loans Required," which will permit showing 

Illustration 17-5 

TOWN OF NASUVII.I.F 
General Fund 

Statement of Actual and Estimated Receipts for 
Year to Date, This Month, and Next Month 
August 3 1 . 1 969 


Cl.i is of Revenue 

17.tr to Date 

This .Month 

i\V.r t .Month 
Estimated 

Budget 

Estimate 

Actual 

Difference 

Estimated 

Actual 

I. Taxes 

546,000 

549,000 

53,000 

5 500 

S 700 

51,300 

2. Licenses and 







permits 

'mmi 

2.100 

400* 

3 50 

475 

9 50 

3. Other classes 

IS 

21,300 

3,400 

2,100 

3,050 

3,400 

Total General 







Fund 

566,400 

572,400 

S 6,000 

52,950 

54.225 

S 5,6)0 


■■■■ 




XWHI 



* Deficiency. 


formally the amount of borrowing expected to be necessary. Information 
for preparation of the two statements shown in Illustrations 17-5 and 17-6 
will be obtained from pertinent records accumulated for the current year 

Illustration 17-6 

TOM'N OF AVONDALE 
All Funds 

Forecast of Cash Position for 
May, 1969 



General 

Sever 

Other 


hem 

Fund 

Fund 

Funds 

Total 

Cash at beginninc of month 

5 18,700 

5179,600 

5113,200 

531 1,500 

Estimated receipts (see schedule) 

99,200 

4,200 

287,900 

391,300 

Total 

5117,900 

5183,800 

8401.100 

5702,800 

Estimated expenditures 

21,400 

137,000 

274.S00 

433,200 

Estimated balance at end of month 

5 96.500 

S 46.800 

5126.300 

S 269.600 


to date, from records of actual receipts for comparable segments of the 
prior year or years, and from other sources which may reflect probable 
changes from past experience. To illustrate, amounts to be received from 
other agencies frequently will be announced a considerable time before 
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the actual payment is made. Such information mav foretell a vcrv definite 
change up or down. Likewise, cash to be received from property tax 
levies will tend to vary directly with the amounts levied, so changes in 
amounts of levies should be evaluated in forming estimates of future 
receipts from that source. 

Cash reports on an annual basis for which controllers are responsible 
include summaries of estimated receipts and disbursements classified bv 
funds and sources; an annual, detailed statement of receipts and disburse- 
ments for each fund (or group of funds of a given type); and an annual 
combined statement of receipts and disbursements for all funds. Estimates 
of total receipts and disbursements for a fiscal period are essentially a part 
of the process of budget making and have been referred to in Chapter 2, 
on that subject. They are prepared along the same lines as cash forecasts 
for shorter periods (see Illustration 17-6). The annual statement of cash 
receipts and disbursements for each fund is tvpicallv a part of the report- 
ing procedure for individual funds. However, the combined statement of 
receipts and disbursements for all funds may be regarded primarily as a 
cash reporting device which assists in rounding out the complete record 
of the cash that has been available, what has been done with it, and what is 
left, for correlation with the treasurer’s report on his own stewardship of 
cash. 

In preparing the combined statement of cash receipts and disburse- 
ments for all funds, the most convenient source of information should be 
utilized. It is quite likely that statements of cash receipts and disburse- 
ments by funds will be found most satisfactory for this purpose, because 
the combined report will be substantially a condensation of information 
contained in the individual fund statements. The form of the combined 
statement may be modified to suit individual preferences and special 
conditions or requirements but in general will probably follow the pattern 
of Illustration 17-7. 


Illustration 17-7 
CITY OF LA CROSSE 


Summary of Cash Receipts and Disbursements 
For the Year 1969 



Begin- 


Transfers 

Disburse- 

ments 

Ending 

Balance 

Fund 

rung 

Balance 

Receipts 

In 

Out 

General fund . . 
Street fund .... 
Trust funds . . . 
Other funds . . . 

S 20,000 
2.000 
12,000 
240,000 

$ 500,000 

231.000 
62,000 

872.000 

5 18,000 

39.000 

53.000 

5 41,000 

7,000 

62,000 

% 452.000 

239.000 
87,000 

761.000 

S 27,000 
12,000 
19,000 
342,000 

All Funds 

5274,000 

51,665,000 

S 11 0,000 

SI 10,000 

S 1.539.000 

5400,000 
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Conclusion 

The cash procedures described in this chapter represent a few of the 
many possibilities for cash accounting. Some would be cntirclv unsuited 
to use by small units of government, and no attempt should be made to 
follow them. Others might be adaptable with modifications. Bearing in 
mind the elusive nature of cash, governmental administrators should adopt 
the best procedures possible, under prevailing conditions, to make sure that 
the governmental unit receives all cash to which it is entitled; that cash is 
full v safeguarded while in the government's possession; and that it is spent 
for only legal, authorized purposes. These precepts arc important for the 
benefit of citizens and for the protection of public officials as well. 
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QUESTIONS 

1. Satisfactory accounting for cash from court fines and penalties is a con- 
tinuing problem for governmental units which have those sources of 
revenue. Suggest a practicable svstem which would give acceptable control. 

2. Some large governmental units permit managers of branch collecting offices 
to make deposits in the managers’ own names. State three difficulties or 
complications which might arise from that practice. 

3. Sometimes a governmental unit with a limited amount of cash will en- 
deavor to “window-dress” its liabilities at the end of a fiscal period by 
writing and recording checks in payment of the liabilities, but will hold 
the checks until a later date, thus avoiding a bank overdraft. Would you 
consider such checks as outstanding in preparing a bank reconciliation? If 
you were an outside auditor charged with preparing correct financial state- 
ments for the governmental unit, what would you do about the situation 
described? 
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4. What is the purpose of an imprest or petty cash fund- Describe the 
method of operating such a fund. 

5. A common procedure for collecting parking meter receipts includes the 
following operations: 

a) Collections are made by an unattended policeman equipped with a 
sizable container. 

b) The meter is opened, the coin receptacle removed, and its contents 
poured into the policeman’s container. 

c) The container is taken to police headquarters for emptying, sorting, 
and counting. 

Comment on the acceptability of the internal control. 

6. Bank service charges are customarily deducted from each depositor’s ac- 
count. If state law requires a municipality to prepare a warrant for each 
expenditure, how can the city treasurer adhere to the law and conform 
with banking practice? 

7. A governmental unit has recently abandoned the practice of requiring 
public officers and employees who handle cash, or are responsible for 
handling it, to be bonded. Enumerate reasons in favor of the action of 
this governmental unit; enumerate reasons why the bonding practice should 
have been retained. 

8. a) State in a general way what disposition should be made of the Cash 

Short and Over account in financial statements of a governmental unit. 
b) Is the disposition of the Cash Short and Over account any more difficult 
for a governmental unit titan for a commercial enterprise? 

9. The cash procedures system of a municipality provided for signing of 
cash disbursement warrants by its chief accounting officer, with counter- 
signing by the treasurer before issue. Accustomed to being absent from 
his office a great deal, the treasurer followed the practice of signing his 
name to a number of blank warrant forms, so that his absence would not 
delay payment of creditors. Comment on this practice. 

10. In the process of preparing a prenumbered warrant to be issued by the 
treasurer’s office as a disbursement instrument, an error was made, and a 
substitute warrant was prepared. What disposition should have been made 
of the first document? 

1 1. Some governmental accounting systems require a pay-in warrant or other 
authorization before cash receipts are formally accepted from a collection 
agency or office. What is the purpose of that requirement? 

PROBLEMS 

l. Hcltonvillc’s accounting svstem provides for the controller to approve all 
vouchers that are to be paid and to enter them in a voucher register. When 
time for payment of the debt arrives, the controller issues a warrant or order 
to pay, sends the voucher and related warrant to the treasurer, and changes 
the liability* to Warrants Payable. Upon receipt of payment advices from 
the treasurer, the controller records payment. The controller also records 
receipts of cash. 

Show in general journal form, without explanations, the entries which 
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should have been made on the controller's books for the following transac- 
tions which occurred during November: 

(1) Approval of voucher No. 2120 for pcr-oml service*. $55.00 0. 

(2) Warrant No. 2701 issued for voucher No. 2120, 

O) Payment advice received for warrant No. 2701. 

(4) Collection of current taxes previously accrued. S7.0=0. 

(S') Approval of voucher No. 2121 for contractual services for Ocrol-cr. Sf.!50. The 
transaction had been cncuml>crcd for $1,100. 

(6) Approval of voucher No. 2122 for purchase of oJricc machines. $7 t !. The porch 1 ~c 
had Itccn encumbered for S775. 

(7) W arrant No. 2702 issued for voucher No. 2 IIP. approved in October, for S\60t. 

(8) Parking meter receipts, $2,434. 

(9) Payment advice received for warrant No. 2702. 

(10) Approval of voucher No. 2123 for purchase of uniforms for Police Department. 
$640. This transaction had been encumbered for $630. 

(11) Warrant No. 2705 issued for voucher No. 2122. 

(12) Collection of delinquent taxes previously accrued. 5726. 

(13) Payment advice received for warrant No. 2703. 

(14) Warrant No. 2704 issued for s-oucher No. 21 19, approved in October, for $3,120. 

(15) Payment advice received for warrant No. 2704. 

(16) Parking meter receipts, $1,527. 

(17) Approval of s-ouchcr No. 2124 for a previously recorded judgment of $5,223. 

(IS) Collection of property taxes not due until next year, $104. 

2. Below is given a collection of information about cash balances, receipts, and 
disbursements of certain funds of the town of Smithville: 

On March 18, cash balances of the funds were as follows: 


Current fund $ 95.600 

Construction bond fond 2S5.S51 

Stores and service fund 21,750 

Special assessment fund No. 86 53,3 12 


Cash receipts on March 19 were as follows: 


Current fond: 

Taxes S 9,576 

Parking meter receipts 217 

License fees 12 

Revenue from other agencies 5.207 

Construction bond fond: 

Sale of bonds 48,000 

Refund by supplies vendor 10 

Stores and service fond : 

Payment of amount due from current fond 529 

Special assessment fond No. S6: 

Current assessments 6,SS5 

Delinquent assessments 420 

City’s share of cose 10,200 

Interest on assessments 456 


Cash payments on March 19 were as follows: 
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Current fund: 

Payments for personal services $ 2,850 

Payment for commodities bought on account 1,650 

Payment of bond interest 2,400 

Payment of amount due to stores and service fund 529 

Remittance of withholding tax S76 

Construction bond fund: 

Payroll 10,200 

Contracts payable 110,000 

Accounts payable 9,861 

Cash purchase of construction supplies 162 

Stores and service fund: 

Heat, light, and power 219 

Payment for supplies bought on account 4,660 

Cash purchase of supplies which are accounted for on a 

perpetual inventor}' basis 240 


You are required to do the following things (use one cash account): 

a) For each fund, prepare a compound entry for March 19 cash receipts. 

b) For each fund, prepare a compound entry for March 19 cash disburse- 
ments. 

c) Prepare a treasurer’s daily cash report for all funds. 

3. All disbursements of the city of Bedford are made on warrants issued bv the 
controller and countersigned by the treasurer. The controller records all 
disbursements as credits to Cash at the time the warrants are issued. Since the 
warrants become bills of exchange upon being countersigned, the treasurer 
records cash disbursements as such at the time he countersigns the warrants. 
On May 31, the controller’s books showed the following balances: 


General fund 5112,600 

Inrragovcrnmcntal service fund 10,200 

Capital projects fund 94,300 

Debt service fund 12,000 


The balances according to the treasurer’s books were as follows: 


First 

Explanation National Bank 

General fund 5115,260 

Intragovcrnmcntal service fund. 

Capital projects fund 

Debt service fund 


Lawrence 
National Bank 

510,322 


State Trust 
Company 


598,327 

12,000 


A separate bank account is kept for each fund. The bank statements showed 
the following balances on May 31: 


First National Bank 5117,131 

Lawrence National Bank 10,859 

State Trust Company (capital projects fund) 106,165 

State Trust Company (debt service fund) 12,136 
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The treasurer reports that the following countersigned warrants have not 
been returned by the bank: 

General fund: 

No. 1702 % 937 

1712 4S9 

1714 1,825 

1717 715 

1718 220 

Intragovcrnmcntal service fund: 

No. 2431 42 

2440 125 

2442 283 

2443 94 

Capital projects fund : 

No. 3674 3,500 

3680 740 

3684 1,285 

3686 375 

3687 2,460 

Debt service fund: 

No. 4128 820 

4131 392 

4133 540 

4134 260 


The following warrants have been issued by the controller but have not 
been countersigned by the treasurer: 

General fund: 

No. 1720 52,200 

1721 300 

1722 160 

Intragoverntnental service fund : 

No. 2444 75 

2445 47 

Capital projects fund: 

No. 3688 1,450 

3689 870 

3690 1,707 


The following deposits, made on May 31, did not appear on the bank state- 
ments: 

General fund $3,200 

Capital projects fund 1,500 

Debt service fund 2,000 


Certain items on the bank statement had not been recorded on the books, 
as follows: 
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Interest credited by the bank: 

General fund $903 

Capital projects fund 97S 

Debt service fund 124 

Exchange charges by the bank: 

General fund 18 

Intragovemmental service fund 7 


You arc required to do the following things: 

a) Prepare a schedule of outstanding warrants and one of warrants issued by 
the controller but not countersigned by the treasurer. Totals from 
these schedules are to be used for requirements (b) and (c). 

b) Prepare a reconciliation in which the bank balance for each fund is rec- 
onciled to the treasurer’s balance for each fund, which, in turn, is 
reconciled to the controller’s balance for each fund. 

c) Prepare a three-part reconciliation in which the balance per bank state- 
ment for each fund is reconciled to the actual cash balance, the balance 
per treasurer’s books is reconciled to the actual cash balance, and the 
balance per controller's books is reconciled to the actual cash balance. 

4. Stated below in summary form are the Ohio County highway fund trans- 
actions to account for a special tax distribution from the state: 

(1) Upon receipt of an estimate from the state auditor’s office that Ohio County’s share 
of the distribution would be $2,678,000, the county council appropriated that amount 
on April 15, 1969. 

(2) On May 7 the first installment of $1,339,000 was received. 

(3) Receipts during succeeding months of the year were as follows: 


June 

July 

August . . . 
September 
October . . 
November 
December. 


$187,040 

161,620 

105,390 

130,110 

116,530 

509,300 

101,180 


(4) The record of vouchers certified and warrants issued was as follows : ■ 


Vouchers Warrants 

Month Certified Isstted 

July $791,860 $780,670 

August 251,410 250,010 

September 271,040 - 276,370 

October 163,550 161,140 

November 972,100 970,090 

December 187,150 181,350 

(5) Warrants paid by the treasurer were as follows: 

July $776,010 

August 250,880 

September • 275,120 

October 162,330 

November 170,850 

December 980,250 
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You arc required to do the following things: 

a) Record the above transactions of the highway fund on the books of the 
controller. 

b) Assume that the treasurer kept a record of warrants received and war- 
rants paid and of cash received and disbursed, and record such of the 
foregoing transactions as affect the treasurer’s records, for this purpose, 
you may use T accounts for Warrants Payable and for Cash. 

c) Prepare a statement reconciling the controller’s cash and the treasurer’s 
cash at December 31, 1969. 

d) Prepare a balance sheet of the fund, after closing, for December 31, 1969. 

5. The city of Sycamore operates on an accrual basis with respect to both 
revenues and expenditures. It maintains two bank accounts at the First 
National Bank, one for the general fund and one for the enterprise fund. 
You arc asked to prepare from the following data (a) a statement recon- 
ciling the balances per the bank with the balances of cash for each fund per 
the controller’s books on December 31, before any correcting entries arc 
made; and (b) the journal entries necessary to correct the controller’s rec- 
ords, assuming books had been closed. 


(1) Balance per bank statement: general fund, S50.000; enterprise fund. S28.000. 

(2) The bank made service charges of $50. Of this amount, $20 was chargeable to the 
general fund and the remainder to the enterprise fund. These charges have not been 
recorded by the city. 

(3) The following checks were outstanding: 


General fund: 

Gl 14 

Gl 15 

Gl 16 

G117 

Enterprise fund: 

U901 

U902 

U903 

U904 


S 115 
200 
300 
150 


50 

5 

65 

1.000 


(4) Check G108 was for $100 but was recorded in error on the controller's books as 
$1 10 because the voucher payable was for that amount. 

(5) On December 30, the treasurer wrote check G112 for $53 in payment of a voucher 
chargeable against the enterprise fund. The controller caught this error and corrected 
it on his books, but the check had already been cashed. To date, no action has been 
taken on this matter. 

(6) Checks G116 and G117 were written on December 31. Check G116 was mailed on 
that day, whereas check Gl 17 was not mailed until January 5. Both were recorded 
by the controller as December disbursements. 

(7) Owing to an oversight, general fund money received on December 31 ($250 from 
taxes receivable, $50 from fines, and check U904 described below), was not re- 
corded until its deposit on January 5. The total deposit on that day — which included 
also January receipts — was $2,000; and the entire amount was recorded as a January 
receipt on the controller’s books. 

(8) Check U904 is a payment in lieu of taxes made to the general fund and turned over 
to that fund on December 31, but not put through for collection by the general fund 
until January?. [See item (7) above.] 
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(9) Enterprise accounts receivable in the amount of S 500 were collected on December 3 1 , 
and reflected on the records, but were not deposited until January 2. 

(Municipal Finance, adapted) 

<5. The General Medical Institute is a nonprofit corporation without capital 
stock which accounts for its activities in a single fund. Its comparative 
financial statements follow: 


GENERAL MEDICAL INSTITUTE 


Comparative Statement of Revenues and Expenses 
for the Years Ended October 31, 1968 and 1969 


Increase 


Revenue from services rendered: 

1969 

1969 

(Decrease) 

Services to patients 

.$ 360 ,000 

5304,000 

5 56,000 

Less free sendees 

. 36,000 

38,000 

(2,000) 

Net revenue from sendees rendered . 

.5524,000 

5266.000 

5 58,000 


Operating expenses: 
Departmental expenses: 


Medical sendees 

5 32,700 

$ 29,300 

5 3,400 

Medicine and supplies 

14,600 

10,500 

4,100 

Nursing services 

89,900 

76,200 

13,700 

Therapy services 

34,300 

31,500 

3,000 

Dietary’ 

40,700 

37,100 

3,600 

Housekeeping and maintenance 

37,300 

29,500 

7,800 

Administration and other 

33,700 

23,400 

10,300 

General expenses: 

Rental of leased premises (net) 


3,100 

(3,100) 

Depreciation — building and equipment . 

9,900 

8,300 

1,600 

Provision for uncollectible accounts 

5,400 

3,500 

1.900 

Interest expense 

6,500 


6,500 

Loss on sale of equipment 

2,000 

. . . 

2.000 

Other 

16.200 

6,500 

9.700 

Total expenses 

S323.200 

S258.700 

S 64.500 

Excess of revenues from services rendered 

over expenses of patient care 

.5 800 

5 7,300 

S (6.500) 

Other income (expenses) : 

Research 

5(13,300) 

503,200) 

S (100) 

Gain on sale of investments 

18,600 

3,500 

15,100 

Investment income 

16,500 

13,300 

3,200 

Contributions 

Grant from government designated for ex- 

10,300 

14,800 

(4,500) 

pansion 

335,000 


335,000 

Miscellaneous 

2,700 

1,500 

1,200 

Total other income 

S 369,800 

S 19.900 

5349,900 

Excess of Revenues over Expenses 

5370,600 

5 27,200 

S343.400 
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CENTRAL MEDICAL INST If ITT. 

Comparative Balance Sheets 
October 31, 1968 and \Otr> 


Alien 

196,9 

nnc 

terrene 
( Decrease) 

Cash 

. . . $ 28.600 

$ 18/00 

$ 10,100 

Accounts receivable — patients (net) . . . 

7 5.500 

55.500 

20.000 

Investments (cost) 

... 413.100 

463.100 

(50,000) 

Prepaid expenses 

2,200 

1.600 

600 

Land, huildine, equipment (net) 

327.200 

3 3 3.700 

(6/00) 

Construction in progress 

793.800 


793/00 

Total Assets 

... $ 1 .640.400 

SS72.40O 

$76,8.000 


Liabilities and Fund fialaner 
Liabilities 


Accounts payable — construction 

$ 

1 10.800 


$110/00 

Less: Receivables from government 





agencies 


80.000 


80.000 

Accounts payable — construction (net) . . 

.$ 

30,800 


$ 30/00 

Accounts payable — current operations.. 


1 1 ,800 

$ 10.200 

1,600 

Mortgage payable 


365,000 


365.000 

Total Liabilities 

S 

407,600 

$ 10.200 

S 397.400 

Fund balance: 





Balance, January 1 

$ 

862,200 

S83 5.000 

$ 27.200 

Excess of revenues over expenses for year 


370.600 

27.200 

343.400 

Balance, December 31 

$1 

.232.800 

SS62.200 

S3 70,600 

Total Liabilities and Fund Balance. . 

11 

.640,400 

SB72.400 

5768.000 


Tlic audit working papers contain the following additional information: 

(1) Accounts Receivable — Patients arc stated at the net of the Allowance for Bad Debts 
account, which amounted to 510,000 at October 31, 1968 and S 14,600 at October 5J, 
1969. During the year bad debts totaling $800 were written off. 

(2) The research activities arc net of research grants aggregating 510.000. Included as a 
research expense is depreciation of $6,600 on special research equipment. 

(3) During 1969 the construction of a new building was begun. The estimated cost of the 
building and equipment is $1,000,000. The expansion is being financed as follows: 


Grant from government $ 335,000 

Mortgage (repayment to begin upon completion of building) . . 500,000 

Special features installed at the request of government agencies 

and to be paid for by the agencies 80.000 

Institute’s available funds 85.000 

Total S 1,000.000 


(4) New therapy equipment costing $ 1 5,000 was purchased in 1 969 and replaced therapy 
equipment with a book value of $5,000 which was sold for $3,000. 

(5) To obtain additional cash working capital, investments with a cost of $50,000 were 
sold during July. 

Prepare a statement accounting for the increase in cash for the year ended 
October 31, 1969, to be included in the annual report of the General Medical 
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Institute. The statement should set forth information concernintr cash 
applied to or provided by: 

a) Operations. 

b) Research activities. 

c) Acquisitions of assets. 

d) Other sources of funds. 


(AICPA, adapted) 


Chapter 18 


Accounting for Public Schools 


The prevailing general concept of “public schools” is that the term 
embraces all publicly supported education through grade 12. The growth 
of junior or community colleges, financed mostly bv public money, has 
given a new meaning to the term. Conforming to the newer practice, in 
this chapter “public schools” will encompass not only public education 
through 12th grade but also that beyond, provided that the institution 
offers less than four years of instruction and does not grant a baccalau- 
reate degree. However, primary attention will be given to schools below 
the collegiate level. 

Accounting for public schools is not a procedure unique and separate 
from all other subject matter in this book. On the contrary, it consists 
largely of the selective application of many things that are expounded in 
the preceding and following chapters. It is different with respect to form, 
emphasis, terminology, etc., from some of the conventional applications of 
fund accounting, but not markedly so. It is difficult to imagine how a 
public school system could possibly require an enterprise fund or a special 
assessment fund, but all the other types of funds and the two nonfund 
groups of accounts have potential applicability, yet in varying degrees of 
frequency. Indispensable to public school accounting are the revenue 
funds, general and special; and, because of the scope and volume of 
noninstructional activities, debt sendee, intragovemmental service, capital 
projects, and trust and agency funds. It is important to note that these are 
classes of funds. 

Accounting for public schools is considered to be worthy of a chapter 
in this text for two main reasons: 

1. The amount of public money being dedicated to education and the im- 
measurable importance of obtaining results of superior quality from its use 
dictate the need for financial management of the highest quality. 

2. Supervision of public schools being vested in laymen, mostly with no 
formal accounting training, it seems beneficial to bring about a more wide- 
spread acquaintance with at least the fundamentals of managing and accounting 
for public school financial affairs. 


547 
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GENERAL FEATURES OF PUBLIC SCHOOL ACCOUNTING 
Purposes of public school accounting 

Depending upon the degree of elaboration, the purposes of public 
school accounting may be few or many. For present requirements they 
will be described in three general statements, each of which mioiit be 
amplified into a number of subordinate purposes. The three are: 

1. To assist in the administration of public school resources, to the end of 
producing maximum private and public benefit from the services offered. 

2. To assist in compliance with all laws and regulations pertaining to the 
use of money and other assets received from local, state, and federal sources. 

3. To provide school officials with adequate information for full and accu- 
rate reporting of their stewardship of the public school system, to (a) the 
public, ( b ) students of education, and ( c ) governmental agencies. 

Originally the sole responsibility of local communities, public schools 
have now evolved into a joint project of state and local government, with 
growing participation by the federal government. This tripartite arrange- 
ment magnifies the importance of the second purpose stated above, but 
the first is paramount. 

Nature of accounting for public schools 

In an earlier paragraph the division of public school finances into funds 
was mentioned. Some other comparisons with noneducational accounting 
procedures are as follows: 

1. School financial affairs are, in the main, controlled through the use of 
budgets; the major exceptions consisting of the operations of trust and agency, 
and working capital or intragovernmental service, funds. 

2. Consistent with other uses of the fund system, the cash basis, the accrual 
basis, and the modified (accrual) basis, all may be found. A purely conjectural 
supposi' ion would be that the last-named prevails. 

3. The same kinds of accounts (budgetary and proprietary) used for non- 
school governmental accounting are adapted to school accounting, but with 
numerous differences in names. 

4. Many of the same kinds of reports used in nonschool accounting arc 
found in the public school procedures. 

J. Some school systems employ single entry procedures and some double 
entry, but the latter is recommended for best results. 

6. Although excess of revenue over expenditures, or the reverse thereof, is 
significant for comparative purposes in school accounting, the former is no 
more sought after than in nonschool governmental accounting, and the latter, 
unless extraordinarily large, is no more a matter of great concern. 

The literature of public school accounting 

Due to the large scale on which states participate in financing local 
schools, it is not surprising that they exercise extensive control, through 
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printed instructions nnd statutory law. over the financial recording and 
reporting practices of the units receiving their support. In one state ail 
school financial activities, except those related to extracurricular affairs, 
arc required to he accounted for and reported on state-prescribed forms. 
Between this and complete local autonomy there arc doubtless many 
different combinations and degrees of state and local control and super- 
vision of accounting and reporting. In addition to state and locally 
generated instructions about public school accounting, there cx'ists a con- 
siderable body of material about public school accounting in textbooks and 
scholarly publications in the professional field of education. Federal aid to 
education is bringing increasing participation of the federal government in 
molding school accounting and reporting procedures. 

Four fairly recent publications of a comprehensive but differing nature 
in the field of public school accounting arc Financial Accounting for Local 
and State School Systems , Standard Receipt and Expenditure Accounts' 
Principles of Public School Accounting , : Public School Fund Accounting 
Principles and Procedures , 1 2 3 4 and Uniform System of Accounts for School 
Districts , Double-Entry Basis* The first is confined to consideration of 
receipt and expenditure accounting, whether by single or double entry; 
the second and third are of a more general nature, relating to the applica- 
tion of fund accounting practices to all the financial affairs of public 
schools; and the fourth is a manual for a specific state. A further contribu- 
tion of far-reaching importance to better public school accounting and 
reporting was the 1964 promulgation by the Association of School Busi- 
ness Officials of a body of school accounting principles and procedures 
which had been adopted by that highly influential body. 5 Although there 
exists a sizable volume of material on public school accounting, the 
remainder of this chapter will reflect extensive reliance upon the refer- 
ences named above. 

In the remainder of this chapter the discussion will relate to the general 
processes of accounting and reporting, usually with little attention to 
minor details. This policy will be followed because most of the related 
particulars have been covered in earlier chapters and do not merit repeti- 
tion at this stage. Answers to questions about a given type of school 

1 U.S. Department of Health, Education, and Welfare, Office of Education, 
State Educational Records and Reports Series: Handbook II, Bulletin 1957, No. 4 
(Washington, D.C.: U.S. Government Printing Office, 1962). 

2 U.S. Department of Health, Education, and Welfare, Office of Education, 
State Educational Records and Reports Series: Handbook 1I-B (Washington, D.C.: 
U.S. Government Printing Office, 1967). 

3 Sam B. Tidwell (New York: Harper & Bros. 1965). 

4 State of New York Department of Audit and Control, Division of Municipal 
Affairs (Albany, 1965). 

5 Association of School Business Officials of the United States and Canada, 
SOtb Annual Volume of Proceedings , Addresses, and Research Papers (Chicago, 
1965), pp. 280-S2. 
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system fund should be sought by reference to the chapter about the same 
kind of fund as employed for nonschool purposes. 


OUTLINE OF PUBLIC SCHOOL ACCOUNTING 


Expenditure accounts 

Purposes of expenditure accounts. The major financial responsibility 
of public school administrators is to make the best possible educational use 
of the public money entrusted to their management. From this it follows 
that perhaps the one most important requirement of a school accounting 
procedure is a set of accounts and reports showing how money was 
managed or spent. This information serves a twofold purpose: 

1. It provides for full and accurate reporting to those concerned with how 
money invested in education is used. 

2. It is a basis for increasing the effectiveness of future spending, that is, im- 
provement of management. 


In a technical sense, expenditure accounts as a class are probably more 
important than any other group of school-related accounts, even though 
the others are indispensable for best results. While all school costs must be 
financed ultimately from revenue, the kinds, sources and amounts of 
revenue available are far less manageable than are expenditures, and there- 
fore, far less controllable through administrative decisions. 

Classification of expenditures. Since “schools” (or “education”) is, in 
itself, one of the generally recognized functions of government, the major 
classification of public school expenditures is by activity: “activity” as 
used here being one of the classes of things done in performance or dis- 
charge of a functional responsibility. Twelve kinds of activity are recog- 
nized by the United States Office of Education: 0 


Administration 

Instruction 

Attendance and health services 
Pupil transportation services 
Operation of plant 
Maintenance of plant 


Fixed charges 

Food service and student-body activ- 
ities 

Community sendees 
Capital outlay 

Debt service from current funds 
Outgoing transfer account 


All the above names of activities are virtually self-explanatory except 
“outgoing transfer account,” that title referring to the expenditures con- 
nected with transfer of pupils to some other school district. 

Each activity class is divided (in the Office of Education manual) into 
subclasses which may be divided and subdivided. For illustration, “in- 


C U.S. Department of Health, Education, and Welfare, Office of Education, 
Financial Accounting for Local and State School Systems, Standard Receipt and 
Expenditure Accotmts, op. cit., pp. 27-35. 
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struction" is divided into five subclasses, one of which is “salaries.'"' That 
classification is divided into six subclasses, and one of those, "other in- 
structional staff,’’ is divided into five titles. It mar be worthy of note at 
this point that idcnllv, the more spent for instruction in relation to all 
other activities, the more commendable the expenditure program. Nor- 
mally costing probably 90 percent of the public school dollar at the turn 
of this century, instruction now heavily shares school revenues with the 
annual costs of other responsibilities (transportation, health service, etc.) 
assumed by the public school system. 

Revenue accounts 

Purposes of revenue accounts. Public schools arc financed by what the 
U.S. Office of Education describes as “receipts," which include money 
from sources commonlv designated as “revenue” and. in addition, pro- 
ceeds of some transactions of a nonrevenue nature. 7 The purposes of 
revenue accounts arc similar but not identical to the purposes of expendi- 
ture accounts and arc as follows: 

1. To provide for full and accurate reporting to those interested in knowing 

the sources from which public schools arc financed. 

2. To provide a basis for planning for future revenue requirements, especially 

by revealing revenue sources not fully utilized at present. 

Classification of revenue accounts. The major classes of receipts rec- 
ommended by the U.S. Office of Education arc as follows: 8 

Revenue receipts: 

Revenue from local sources. 

Revenue from intermediate sources. 

Revenue from federal sources. 

Nonrevenue receipts: 

Sale of bonds. 

Loans. 

Sale of school property and insurance adjustments. 

Incoming transfer accounts: 

Amounts received from other school districts in the state. 

Amounts received from school districts in another state. 

It is important to note that the expenditure and revenue classifications 
described above are applicable to school systems and that while conceiva- 
ble, it is highly unlikely that either (expenditure or revenue) classification 
would be required in total, with no exceptions, for any one fund. Thus, it 
is clear that in establishing a new fund for a school system or overhauling 
an old one, only those titles required to describe the fund's receipt and 
expenditure transactions will be drawn from the two lists. 


7 Ibid., p. 8. 

8 Ibid., pp. 9-20. 
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The receipts classification described above is very similar, but not 
identical, to the conventional revenue classifications employed by non- 
school governmental units. The one kind of receipt which could not 
possibly be correlated with revenue is the proceeds of a loan, or any other 
debt contract which the recipient fund will be required to repay. On the 
other hand, money received by a fund from loans, bond issues, etc., 
technically constitutes revenue if repayment is to be made by some other 
fund. 

Since public schools serve only the “schools” function of government, 
it follows that all revenue of a school system is special revenue with 
respect to the entire governmental unit (city, county, etc.). However, 
since all schools require administration to direct their special activities, the 
result may be a school system general fund and one or more school system 
special funds — for instruction, transportation, housekeeping, and so on. 
On the other hand, the three activities mentioned may be financed and 
accounted for through the general fund. As a general rule, the ratio of 
accounts employed to the amount of money administered by a school 
special revenue fund is relatively low. This means that because a school 
special revenue fund normally serves only a limited range of activities, its 
need for account titles is likewise limited. A good example of such a fund 
is a transportation fund, related to transportation of pupils on a contrac- 
tual basis, with vehicles owned by the drivers or other private persons. 
Even for a school-owned-equipment operation the number of accounts 
required is not great. 

Fund structures 

Kinds of funds used. Due to the diversity of conditions under which 
the thousands of public school systems operate and the variety of state and 
local laws and regulations affecting them, the fund structures in use 
represent a wide range of combinations. As for other kinds of governmen- 
tal units, this is a situation strongly influenced, but not predominantly so, 
by size of the school organization. 

There are six types of funds which are useful for public school man- 
agement and control purposes: 

General (or current, or operating). 

Special revenue. 

Capital projects. 

Debt service. 

Working capital, or intragovemmental services. 

Trust and agency. 

In addition to the six classes of bona fide funds, some school units employ 
two groups of accounts which do not qualify as funds. These arc the- 
general fixed assets and the long-term debt and interest, or capital indebt- 
edness, groups. 
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General and special revenue funds. Use of the eerier.'.! fund, hv 
whatever name it is designated, may be either brnadlv inclusive nr some- 
what restricted. In one state it provides for administration, instruction, 
health, guidance, transportation, housekeeping (maintenance and opera- 
tion of plant), and some other less conspicuous services. In other states 
some of these responsibilities arc delegated to special revenue funds. In 
some states statutory restrictions upon the use of revenue from certain 
sources arc combined with the requirement of a special revenue fund to 
account for receipt and use of the revenue. A similar requirement is 
common for fcdcrallv provided revenue. 

Capital fund. In recent vears capital improvements for school systems 
have assumed such magnitude that the use of special funds to account for 
their financing has become a practical ncccssitv. Due to widespread and 
almost exclusive use of bonds for financing public improvements in earlier 
years, the related funds were called bond funds; but present-dav financing 
of local school capital improvements is shared in so heavily by the state 
and federal governments that a capital projects, or capital improvements, 
caption seems more descriptive. Such a fund is actually a combined bond 
and revenue fund. Obviously, if total financing were derived from sale of 
bonds, the bond fund title would be more descriptive. 

Debt service fund. In the event that a school svstem chooses or is 
required to accumulate assets for future payment of principal and interest 
on long-term debt, a special fund would be helpful in accounting for 
receipt and disbursement of the assets. This type of fund, formerly 
referred to in most eases as a sinking fund, has recently been eiven the 
more descriptive name of debt service fund. Its major function is to 
facilitate budgeting and accounting for required revenues and expendi- 
tures for debt service purposes. 

Working capital, revolving, or intragovermnental services fund. 
Working capital, revolving, or intragovernmental services funds is the 
name given to those employed to account for. and conserve, an amount of 
asset yalue set aside to proyide equipment or other assets for some special 
activity outside the main operations of other funds. The common uses of 
intragovernmental sendees funds by local goyernment were described in a 
previous chapter. Two school activities which may be accounted for 
advantageously by use of intragovernmental sendees funds are a central 
purchasing and supply service and a sendee department for transportation 
of pupils. One of the authorities relied upon extensively for this chapter 
recommends the intragovernmental sendees fund structure for use in 
management of a school lunch program, but the other nvo incline towards 
use of the special revenue structure. In a later part of this chapter, a school 
lunch program is used to illustrate a special revenue fund, primarily 
because an intragovernmental services type fund is especially adapted to 
use for transportation service and will be explained in that connection. 

Trust and agency funds. School systems frequently find themselves 
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serving in the capacity of trustee or agent for the custody and administra- 
tion of assets of which they do not have outright ownership. As explained 
in an earlier chapter, the distinction between a trust fund and an agency 
fund has little significance for accounting purposes, but school organiza- 
tions are frequently trustees for numerous award funds; and as employers 
they act as an agent for withholdings, sometimes in sizable amounts, from 
the pay of faculty, administration, and maintenance employees. 

Account groups 

Well-managed school systems should make use of two other accounting 
and reporting devices which are similar to funds but, as explained in 
earlier chapters, do not technically qualify as such. Although they may be 
found under various names, they are actually the long-term assets and 
long-term debt and interest groups. As used here, long-term assets should 
exclude those owned by intragovernmental services or trust funds. Ac- 
counting procedures for these groups when employed by school systems 
arc similar to those required for the same account groups maintained by 
the general government. 

ACCOUNTING AND REPORTING PROCEDURES 


Introduction 

As is true in the sphere of governmental accounting generally, it is not 
always possible to make specific classification of some funds employed in 
public school accounting. Also as in accounting for general government, 
this is not a matter for special concern. The authorizations and limitations 
under which a given fund is required to operate determine its accounting 
procedures. Exact classification of a fund is helpful but not indispensable. 

In the remainder of this chapter will be discussed the accounting and 
reporting procedures (statements) for most of the kinds of funds which 
school systems are likely to need. It is recognized that in individual school 
systems, varying degrees of alteration may be necessary. The procedures 
to be discussed in the next several pages are not intended to be ironclad 
but flexible. 

One policy which will be assumed for all funds is use of the double 
entry system of recording financial transactions, because that is the only 
existing system of bookkeeping and accounting — meaning, it is the only 
scheme of recording financial information in which every entry in an 
account is systematically related to an entry or entries in some other 
account or accounts. Single entry recording is still practiced in some 
states, but it is safe to say that practices in no two of those states are alike. 
Single entry is whatever the person in authority says it shall be. Proce- 
dures employed in single entry school financial accounting do not lend 
themselves to generalizations but must be controlled by specific, detailed 
instructions. 
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In the discussion and illustrations which follow, m.mv of the account* 
employed arc intended to he controlling account* for detailed account? in 
subsidiary ledgers. Controlling accounts and subsidiary ledgers are espe- 
cially useful in accounting for and reporting revenues and expenditure*. 

Genera! fund 

Some basic entries. The budgerarv entry for a school system genera! 
fund is not fundamentally different from that for the general fund of any 
other hind of governmental unit: recording estimated resources and au- 
thorized expenditures for a given fiscal period. If the two amounts arc 
unequal some sort of a balancing account, frequently Fund Balance, must 
he debited or credited. Resources may he shown in one genera! account, 
supported by subsidiary ledger accounts, or in two or more estimated 
revenue accounts (for different classes of revenue), each supported by 
subsidiary ledger accounts. A slight variation of the conventional budget- 
ary entry when part of the appropriation total tmtst he financed from 
assets carried over from the prior year is: 

Estimated Revenues 900.000 

Appropriated Fund Balance 10,000 

Appropriations 910.000 

The debit to Appropriated Fund Balance shows the fund balance as a 
resource and gives a slightly better reporting than comes from the con- 
ventional debit to Fund Balance. Due to the fact that school systems 
ordinarily do not collect revenue in a new school year as rapidly as costs 
arc incurred, it is necessary that an amount of cash or other current assets 
be carried over from one school year to the next, to supplement revenue 
received in the earlier portion. In one state this is called a working 
balance, without any formal reservation; but in another it is formally 
established, for one class of schools, when the tax levy and other revenue 
charges are recorded, bv a credit to Reserve for Planned Balance. For the 
following year the amount in this reserve is included in Estimated Reve- 
nues. At the beginning of the new year it is recorded as revenue by the 
following kind of entry, amount assumed: 


Reserve for Planned Balance 150,000 

Revenues 1 50,000 


Realization of school revenues, by charges to the expected sources 
(taxpayers, and state, federal, and other governmental units, etc.) or 
collection in cash, mav be recorded in various ways depending upon the 
exact conditions prevailing. If total collections are to be retained bv the 
general fund, the conventional credit to Revenues (and subsidiary ledger 
accounts) is called for. However, if the general fund is to serve as an 
agent for collecting and distributing revenues for other funds or govern- 
mental units, the realization entry must include accounts for recording the 
liability or liabilities to the other participant or participants. An entry for 
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joint participation in a revenue charge or collection might be as follows, 
using assumed amounts: 


Taxes Receivable — Current 950,000 

Due to Other Funds 150,000 

Due to Other Governmental Units 75,000 

Allowance for Uncollected Taxes 20,000 

Revenues 705,000 


Use of “uncollected” instead of “uncollectible” in the third credit account 
title signifies emphasis upon the fact that the taxes merely have not been 
collected, rather than being uncollectible, although the account is used 
partly as a substitute for the conventional Estimated Uncollectible Taxes 
Receivable. Administration of the tax levy and settlement is probably 
simplified by having the general fund serve as agent for the other partici- 
pants (as in the preceding entry), compared with the use of separate 
agency funds for the two other participants. 

If the amounts of revenue to be received from other governmental 
units (local, state, and federal) are ascertainable to a reasonable degree of 
accuracy, they mav be formally accrued, if desired, or recorded only 
upon collection. Coming from only a small number of sources, in sizable 
amounts, they pose no problem of record keeping. On the other hand, 
taxes receivable require more frequent attention, which can be provided 
best if they have been formally recorded. If considerable amounts of state 
and federal aid are due but not received at the end of a fiscal year, they 
should be accrued, for the benefit of more accurate financial statements. 
Collections of school revenues, directly or from receivables, are recorded 
in the conventional manner, frequently with the segregation of cash (as 
will be explained elsewhere) . 

Expenditure procedures of a school system general fund are not materi- 
ally different from those employed for general government. Encum- 
brances are recorded when commitments of funds are made, and reversed 
upon conversion of the commitment to an expenditure or upon cancella- 
tion. Expenditures may be associated with cash disbursements (debit 
Expenditures, credit Cash) if not prohibited by law or regulation, or with 
the recording of a liability for making a payment (debit Expenditures, 
credit Vouchers Payable), particularly if the expenditure control is based 
upon a voucher system. 

Accounting for encumbrances outstanding at the end of a fiscal year 
may be established by state law or other regulation. One approved proce- 
dure is as follows: 

1. Close the outstanding encumbrances to Fund Balance, leaving the same 
amount in Reserve for Encumbrances to be included in the year-end balance 
sheet. 

2. At the beginning of the next fiscal period, reestablish the encumbrances 
in the accounts by a debit to Encumbrances and a credit to Fund Balance. 



1 8 — Accounting for public schools 557 


3. Make an entry supplementing (2), l>v a debit to Appropriated Fund 
Balance arid a credit to Appropriation 1 ;. This entry should be preceded In- 
formal action by the school system governing body, which action recognizes 
the proposed expenditures as legitimate charges for the current year, and there- 
fore obviates the necessity for any further special attention. 

Commonly used account tiilcs. To assure that cash intended or re- 
quired for special purposes will be available when most needed, some 
school systems practice segregation of cash. Although the common pref- 
erence is for the smallest possible number of cash accounts, segregation of 
cash may be mandated bv state law. One state school system accounting 
manual provides for seven different divisions of general fund cash: Cash; 
Petty Cash; Cash from Budget Notes; Cash for Tax Anticipation Notes; 
Cash for Revenue Anticipation Notes; Cash for Bond Interest and Ma- 
tured Bonds Payable; and Cash. Repair Reserve. Tt is possible that all but 
the first two arc prescribed by law. It will be noted that the third account 
listed is for cash from a certain source and, therefore, to be used for a 
certain purpose or purposes specified in the authorization to issue the 
notes; while the three accounts listed next arc for payment of three 
different kinds of borrowing liability, possibly required as protection to 
creditors. The seventh of the special cash accounts represents the funding 
of a reserve for repairs, to assure that liquid assets will be available to make 
repairs promptly when needed. The special cash account for repairs may 
be supplemented by Investments, Repairs, the result of a policy of seeking 
income from segregated funds. 

School systems may have a variety of receivables accounts. The more 
common of these are Taxes Receivable (both current and delinquent). 
Accounts Receivable, State and Federal Aid Receivable, Due from Other 
Funds, and Due from Other Governmental Units. In some states property 
taxes levied for school support arc collected by the county, which distrib- 
utes the proceeds to the various school corporations, thus sparing the 
schools the work of accounting for and collecting the taxes. In the event 
that revenues were being accounted for on the accrual basis, Due from 
Other Governmental Units could be used to record the school’s share of a 
general tax levy. 

A school system general fund may own securities — representing tem- 
porary investment of otherwise idle cash, or they may be held as funding 
of a reserve for repairs, or other sensitive reserve. In a manner described in 
an earlier chapter, year-end inventories of materials and supplies may be 
recognized for financial statement purposes, reporting the amount as an 
asset, with a reserve of the same amount shown in the Reserves and 
Balance section of the balance sheet. 

From the nature of a typical school system financial program, certain 
kinds of liabilities are common in the general fund structure. This group 
includes Vouchers (or Accounts) Payable, Due to Other Funds, Due to 
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Other Governmental Units and, if expenditures arc accounted for on the 
accrual basis, Accrued Expenses. 

Borrowings of school corporations bring about other liability accounts 
such as Tax Anticipation Notes Payable, Revenue Anticipation Notes 
Payable (or just plain Notes Payable), Bond Interest and Matured Bonds 
Payable, and Budget Notes Payable. Tax anticipation notes have been 
explained elsewhere, and Revenue Anticipation Notes Payable requires no 
special discussion. Both of these liabilities arise from the necessity of 
anticipating cash which will be realized later, in the normal course of 
events. 

Bond Interest and Matured Bonds Payable represents the current matu- 
rity of bonds payable, plus bond interest payable within the current fiscal 
period. If the school system operates a bonded, or long-term, debt and 
interest group of accounts, the amount of interest and principal payable in 
each period would be canceled in the bonded debt and interest group and 
recorded in a debt service fund (or other fund making the payment), 
approximately at the beginning of the period. 

Budget Notes Payable is a title employed in one state to describe 
borrowing for emergency or other situations provided for inadequately 
or not at all in the budget of the fiscal period. In effect, the authorization 
to issue this special type of debt constitutes an additional appropriation, to 
be financed directly by short- or medium-term borrowing, rather than 
from revenue of the present year. Authorization of this form of liability is 
formally recorded by debiting Budget Notes Authorized and crediting 
Appropriations. The action which gives rise to Budget Notes Payable is 
not an anticipation of cash expected in the normal course of events of the 
current year, but rather an authorization to borrow against the next or 
second next year’s budget. The action also gives additional authority to 
spend. 

School systems may have occasion to employ bona fide reserves, and 
also what were formerly called reserves but are now called “allowances” or 
some similar title. Bona fide reserves are segregations of equities which 
would otherwise be recorded in Fund Balance. Some true reserves, segre- 
gations of fund balance, are Reserve for Encumbrances, Reserve for 
Inventory of Materials and Supplies, and Reserve for Repairs — and possi- 
bly others. Any allowance, provision, estimate, or reserve for loss of 
receivables is not a true reserve but rather a valuation factor, to be shown 
in a balance sheet as a deduction from the asset to which it relates. One 
state employs the title “Reserve for Uncollected Taxes (or Receivables)” 
as a valuation account for recording the estimated amount which will not 
be received from amounts shown as receivable . 0 This is not the same as the 

°This procedure classifies collection failure as a reduction of revenue rather 
than an increase of cost; as failure to collect a debt imposed by law, and therefore 
a reduction of revenue, rather than inability' to collect for goods or services 
delivered to a vendee. This distinction is somewhat theoretical, though logical. 
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“Reserve for Uncollected Taxes Receivable'’ account di-ci;s'Cil in earlier 
chapters. 

The balance of the Fund balance account of a school system general 
fund may mean different things, depending upon the accounting policies 
adopted bv the system's governing body. For illustration, failure to pro- 
vide a reserve for encumbrances, a reserve for inventory of material and 
supplies, or a reserve for any other segregated assets, causes Fund Balance 
in the balance sheet to show more than the amount of funds which would 
be available for financing additional appropriations, or for reducing the 
amount of revenue required to be raised in the ensuing year. What the 
balance of the account actually means in a ledger or financial statement 
ordinarily must be judged by the accountant on the basis of the account- 
ing procedures employed by the fund to which the balance relates. 

An illustrative problem. To demonstrate approved accounting meth- 
ods for some of the typical financial transactions of a school system 
general fund, a beginning trial balance, a series of transactions and entries, 
and an ending trial balance arc illustrated in the next few pages. Infre- 
quent or unusual transactions will be omitted because of the wide variety 
of such transactions in all the states and. therefore, the limited applicabil- 
ity- to any one state. 


Illustration 18-1 

TRENTON CONSOLIDATED SCHOOLS 

General Fund 

After Closing Trial Balance, December 31. 1968 


Debit Credit 

Cash in bank S 30.710 

Petty cash 200 

Cash for tax anticipation notes 6.820 

Cash for bond interest and matured bonds payable 15,900 

Allowance for uncollected taxes — current year $ 41,630 

Taxes receivable — overdue* 56,700 

Allowance for uncollected taxes — prior years 15,070 

Accounts receivable 600 

Due from other funds 3,215 

State and federal aid receivable 18,870 

Due from other governmental units 905 

Temporary investments 40,650 

Vouchers payable 19,265 

Tax anticipation notes payable 7,480 

Bond interest and matured bonds payable 15,900 

Due to other funds 750 

Due to state teachers’ retirement system** 13.890 

Reserve for encumbrances 9,040 

Fund balance 51,545 


$174,570 S174.570 


• Includes both prior yean* taxes and those of the current year, 196S, which. by the end of the year, 
bad become delinquent. 

** Represents amounts withheld from teachers’ pay cr to be contributed by school system. 
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Transactions and entries for the year, both in summary form, were as 
follows: 

1. The annual budget for fiscal 1969 was recorded, with $993,000 estimated 
revenues and $1,017,000 appropriations. 

Estimated Revenues 993,000 

Appropriated Fund balance 24,000 

Appropriations 1,017,000 

(Subsidiary ledger accounts would be shown for Estimated Revenues and 
Appropriations.) 

2. Encumbrances which had been closed to Fund Balance at the end of 
1968 were reestablished and the required amount was appropriated as a supple- 
ment to the 1969 annual budget. 


Encumbrances 9,040 

Fund Balance 9,040 

Appropriated Fund Balance 9,040 

Appropriations 9,040 


(That some 1968 encumbrances had been closed at the end of that year is 
evidenced by the presence of Reserve for Encumbrances in the December 31 
trial balance, without an Encumbrances account. The encumbrances closed 
were for 1968 commitments. The new debit to Encumbrances establishes them 
as 1969 transactions, having the approval of the current year’s legislative body.) 

3. The allowance for uncollected 196S taxes was transferred to the prior 
years’ allowance. 


Allowance for Uncollected Taxes — Current 41,630 

Allowance for Uncollected Taxes — Prior Years 41,630 


4. 1968 taxes payable in 1969 were levied in the amount of $489,000, of 
which $55,000 was designated for other funds and $23,000 for other school 
systems. Allowance for loss was $39,000 and the balance was revenue. 


Taxes Receivable — Current Year 489,000 

Due to Other Funds 55,000 

Due to Other Governmental Units 23,000 

Allowance for Uncollected Taxes — Current Year 39,000 

Revenues 372,000 


(This entry classifies uncollectible taxes ns a revenue reduction rather than 
a loss,) 

5. The amount due for bond principal and interest at the end of 1968 was 
paid. 10 

Bond Interest and Matured Bonds Payable 15,900 

Cash for Bond Interest and Matured Bonds Payable. . . 15,900 

6. An encumbrance was recorded for the total amount of contracted salaries 
for the year, (This transaction is optional but it may assist in keeping expendi- 
tures for personal services within the amount budgeted for that purpose.) 

10 The accounting manual upon which the problem was patterned pays bonded 
debt and interest from the general fund, rather than from a debt service fund as 
recommended in Chapter 7. That was general practice before the National Com- 
mittee on Governmental Accounting approved the debt service fund in 1968. 
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Encumbrances 7 ‘■6,0' >9 

Reserve for Encumbrances 7 c ?.,f*'»> 


7. The amount charged to orher fund 1 : during the year was $11,600 and to 
the state and federal governments on the basis of announced allocations, $499,- 
dOO. Other charges were to other governmental units for students transferred 
in, $87,600, and to sundry debtors for minor amounts of revenue, $7,900. 

Due from Other Funds 1 1 /.oo 

State anti Federal Aid Receivable 4 90.600 

Due from Other Governmental Units 87.600 

Accounts Receivable 7,900 

Revenues 606,700 

8. Commitment documents (purchase orders, contracts, etc.) issued during 
1969 for normal expenditures other than contractual salaries included $28,010 
for personal services; $119,610 for equipment; $29,760 for transfers of students 
to other school systems; S30,580 for utilities and other contractual services; and 
$11,030 for various other expenses. 


Encumbrances 219,010 

Reserve for Encumbrances 219,010 


9. Tax anticipation notes payable of the preceding year were paid, using 
the cash segregated for that purpose, plus the necessary additional amount from 
general cash. 


Tax Anticipation Notes Payable 7,4S0 

Cash for Tax Anticipation Notes 6,820 

Cash 660 


(This transaction might have been vouchcrcd before payment.) 

10. To qualify for a special educational program the school board enacted 
a resolution to issue $50,000 face value of budget notes for financing purchase 
of the necessary equipment. 

Budget Notes Authorized 50,000 

Appropriations 50,000 

1 1. Orders for some of the additional equipment were issued in the amount 
of $1 1,650. 


Encumbrances 1 1,650 

Reserve for Encumbrances 11,650 


12. Cash collections for the year, other than from budget notes, included 
$9,660 from other funds; S444,000 from current year's raxes; Si 2,690 from over- 
due taxes; $7,400 from accounts receivable; S493,650 from state and federal aid; 
$86,390 from other governmental units; and SI, 510 from interest on temporary 
investments. 


Cash 1,055,300 

Due from Other Funds 9,660 

Taxes Receivable — Current Year 444,000 

Taxes Receivable — Overdue 12,690 

Accounts Receivable 7,400 

State and Federal Aid Receivable 493,650 

Due from Other Governmental Units S6,390 

Revenues 1,510 
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13. All the budget notes authorized were discounted at an annual rate of 
5 percent. They were payable six months after date of issue. 


Cash from budget Notes ‘IS, 7 50 

Expenditures 1,250 

Budget Notes Payable 50,000 


$50,000 - 


$50,000 X 5 </o 


= ($50,000 - $1,250) = $48,750 


14. $24,300 of overdue raxes receivable were classified as uncollectible during 
the year and written ofT in compliance with applicable laws. 


Allowance for Uncollected Taxcs--Prior Years 24,100 

Taxes Receivable- Overdue 24,300 


15. All temporary investments were sold for a net amount of $40,950, which 
included gain and a small amount of accrued interest. 


Cash 40,950 

Temporary Investments 40,650 

Revenues 300 


16. Cxcept for those already reported in previous transactions, expenditures 
for the year totaled $1,013,280. Of that amount, $51,830 was credited to the 
state teachers’ retirement system and the remainder was vouehcrcd. These ex- 
penditures included reimbursements of the petty cash fund. Encumbrances 
related to these same expenditures totaled $1,006,910, the remaining expenditures 
being for miscellaneous unencumbered costs. Of the expenditures total, $10,000 
was for land, $151,000 for buildings, and $37,000 for equipment, all for general 
purposes. 


Reserve for Encumbrances 1,006,910 

Expenditures 1,01 3,280 

Encumbrances 1 ,006,9 10 

Vouchers Payable 961,450 

Due to State Teachers’ Retirement System 51,830 


17. $49,040 cash was paid to the state teachers’ retirement system: 


Due to State Teachers’ Retirement System 49,040 

Cash 49,040 


(Vouehering of this payment is omitted for the purpose of conserving space. 
If permitted by law, this withholding might he administered with other with- 
holdings such as those for I'ICA payments, federal income taxes, etc., in one 
or more agency funds.) 

18. Payments on vouchers payable totaled $972,320, of which $6,070 was 
paid from budget note proceeds. 


Vouchers Payable 972,320 

Cash from Budget Notes 6,070 

Cash 966,250 


19, $50,000 was paid to other funds and $22,000 to other governmental units. 
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Due to Other Funds jo.ooo 

Due to Otiicr Governmental Units 22.000 

Cash * 2 . non 


(Vouchcring of this summary transaction was omitted to save space.) 

20. A budgeted payment of 510,000 principal and $300 interest on bonds, 
to be paid in 1969, was recorded ns due. These items had been encumbered in 
the exact amounts. The required amount of cash was segregated from general 
cash. 


Reserve for Encumbrances 10,300 

Expenditures 10,300 

Cash for bond Interest and Matured Bonds Payable 10,300 

Encumbrances 10,500 

Bond Interest and Matured Bonds Payable 10,300 

Cash 10.500 


21. Unpaid current year taxes were transferred to the overdue taxes account. 


Taxes Receivable — Overdue 45,000 

Taxes Receivable — Current Year 45,000 


22. The Reserve for Uncollected Taxes — Prior Years was reduced by an 
amount such that total provision for tax losses would equal total unpaid taxes. 


Reserve for Uncollected Taxes — Prior Years 6,690 

Revenues 6,690 


(The credit to Revenues represents excess provision for uncollectible taxes, 
which resulted in an understatement of revenues. Required adjustment may be 
calculated as follows: ) 


Sum of allowances for unpaid taxes beginning of year 

($41,630 + $15,070) $56,700 

Added during year (transaction 4) 39.000 

Total S 95,700 

Written off against allowance 24,300 

Balance of allowance, end of year, before adjustment $71,400 

Taxes receivable, beginning of year $ 56,700 

Added during year (transaction 4) 489,000 

Total $545,700 

Collected or written off during year ($444,000 + $12,- 

690 + $24,300) (transactions 12 and 14) 480.990 

Balance of unpaid taxes, end of year 64,710 

Reduction of allowance required to make it equal to 

unpaid taxes $ 6,690 


Some of the transactions conducted by the imaginary Trenton Con- 
solidated Schools general fund would, in actual practice, affect another 
fund for which an entry would be required. The technique of recording 
such transactions was expounded in Chapter 16. 

If the foregoing entries were posted to a ledger with the beginning 
balances as shown in the December 31, 1968, after-closing trial balance 
(Illustration 18-1) the result would be the December 31, 1969, trial bal- 
ance shown in Illustration 18-2. 
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Illustration IB-2 

TRENTON CONSOLIDATED SCHOOLS 
General Fund 

Trial Balance, December 31, 1969 


Debit Credit 

Cash $ 28,710 

Petty cash 200 

Cash from budget notes 42,680 

Cash for bond interest and matured bonds payable 10,300 

Allowance for uncollected taxes — current year $ 39,000 

Taxes receivable — overdue 64,710 

Allowance for uncollected taxes — prior years 25,710 

Accounts receivable 1,100 

Due from other funds 5,155 

State and federal aid receivable 24,820 

Due from other governmental units 2,115 

Vouchers payable 8,395 

Budget notes payable 50,000 

Bond interest and matured bonds payable 10,300 

Due to other funds 5,750 

Due to other governmental units 1,000 

Due to state teachers’ retirement system 16,680 

Reserve for encumbrances 8,490 

Fund balance 60,585 

Estimated revenues 993,000 

Budget notes authorized 50,000 

Appropriated fund balance 3 3,040 

Appropriations 1,076,040 

Encumbrances 8,490 

Expenditures 1,024,830 

Revenues 987.200 

S2.289.1 50 S2.289.150 


In the after-closing trial balance of Trenton Consolidated Schools at 
December 31, 1968, there were no accounts referred to as prepaid or 
accrued revenue or expenditures. This indicates the fund was not being 
operated on the full accrual basis. However, absence of those kinds of 
accounts, and the use of various receivables accounts and a vouchers 
payable account, identify the accounting basis as modified accrual (or 
cash.) The particular degree of modification employed in this instance 
obviates the need for year-end adjusting entries, except for taxes receiva- 
ble and their related allowances (transactions 21 and 22). 

Closing entries for Trenton Consolidated Schools at December 31, 1969 
should follow the general plan of such entries for any revenue fund 
controlled bv a budget. However, consideration must be given to the 
special account titles Appropriated Fund Balance and Budget Notes Au- 
thorized. Neither is based upon revenue expected to be received in the 
current year. One authorized use of assets from a prior year. The other 
established a liability which indirectly reduced Fund Balance. Both should 
be closed into that account. 
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Closing of the nominal accounts of the Trenton Consolidated Schools 
may be accomplished in one compound entry, as shown in Illustration 


18-3. 


Illustration 16-3 

TRENTON CONSOLIDATED SCHOOLS 

Oenerj! Fund 

Clrr-inp llntric-s December II. 1969 


Appropriations 1.076,040 

Revenues 9 B 7.;00 

Fund balance 46.120 

Intimated revenues . 99 5.000 

Rudpet notes authorized. ... .... JO.OOO 

Appropriated fund balance <5.0K) 

Fncumbranccs 6,490 

Expenditures 1.024,630 


To close balances of nominal accounts into Fund 
Balance. 


After the closing entries have been posted, a trial balance of the 
schools’ general ledger would resemble the before-closing trial balance at 
December 31, 1969, except that all nominal accounts would be absent and 
the Fund Balance account would show a balance of SI 4,465, rather than 
the before-closing amount of $60,585. Trial balance totals would be 
$179,790. 

Statements 

Balance sheets, statements of revenue, statements of expenditures, state- 
ments of cash receipts and disbursements, and statements of changes in 
fund balance arc the most common kinds of general financial reports used 
for school system general funds. Source and application of funds state- 
ments arc useful for supplementing and explaining the revenue and ex- 
penditures statements. Since a general fund balance sheet at the end of a 
period shows onlv the residue of an annual financial program, it carries 
less importance than the same kind of a statement of a business enterprise. 
Much of what the commercial enterprise has to work with during the 
ensuing year is shown in its balance sheet, but the right to receive both 
private and public support is not reflected in a school system general fund 
statement of financial condition at the end of a given year, because the 
support is not available until the following year. 

Balance sheet. A balance sheet is more informative if it compares 
conditions at the ends of two consecutive periods. A portion of such a 
statement for the ends of 1968 and 1969 is shown below (Illustration 
18-4). 

To save space, the Liabilities and Fund Balance section to complete the 
above partial balance sheet are not being shown. For those sections, the 
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Illustration 18-4 

TRENTON CONSOLIDATED SCHOOLS 

General Fund 
Comparative Balance Sheet 
December 31, 1969 and 1968 


Increase- (Demise) 


Assets 

1969 

196S 

Amount 

Percent 

Cash 

..$ 28,710 

$ 30,710 

5 (2,000) 

(6-5) 

Petty cash 

200 

200 

... 

Cash from budget notes 

. . 42,680 

. . . 

42,680 

* 

Cash for bond interest and ma- 

rured bonds 

. . 10.300 

1 5,900 

(5,600) 

(35.2) 

Taxes receivable — overdue 

. .S 64,710 

S 56,700 

S 8,010 

14.1 

Reserve for uncollected taxes — 

current year 

39,000 

S 41,630 

S (2,630) 

(6.3) 

Reserve for uncollected taxes — 

prior years 

.. 25,710 

1 5,070 

10,640 

70.6 

Total reserves 

. .$ 64,710 

S 56.700 

S 8.010 

14.1 

Accounts receivable 

..$ 1,100 

S 600 

S 500 

83.3 

Due from other funds 

5,155 

3,215 

1,940 

60.5 

Stare and federal aid receivable. . . 

. . 24,820 

18,870 

5.950 

31.5 

Due from other governmental 

units 

.. 2,115 

905 

1,210 

133.7 

Temporary investments 


40,650 

(40.650) 

(100.0) 

Total Assets** 

. .SI 15.080 

Si 11,050 

S 4,030 

3.6 

* Cannot be calculated because base year amount -was 0. 

•* Does not include taxes receivable because they are counterbalanced by the two “reserves.” 



arrangement of titles and amounts would follow the scheme illustrated 
above. Although not approved by all producers and users of comparative 
financial statements, placing information for the later year (or period) 
nearer to the item titles carried the authority of prevailing practice. 

Statement of changes in fund balance. Statements of changes in fund 
balance of a revenue fund are found in a number of forms, some simple 
and some more complicated as well as possibly more informative. A simple 
form of such a statement (Illustration 18-5) will show why the fund 
balance of Trenton Consolidated Schools general fund declined from 
$51,545 to $14,465 during 1969. 

Although of some importance as part of a complete statement of 
responsibility, it is doubtful that the statement of changes in fund balance 
has any more than nominal value for administrative purposes. Ordinarily 
it would have little meaning to a school administrator or trustee not 
possessing a special knowledge of accounting. 

Statement of cash receipts and disbursements. Statements of cash 
receipts and disbursements for school system general funds should follow 
the general pattern of such statements for revenue funds, but with ac- 
count or item titles appropriate to sources of school system receipts and 
purposes of disbursements. In general these should conform rather closely 
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llluslrntion 18-5 


TRENTON CONSOLIDATED SCHOOLS 


General Fund 

Statement of Chances in Fund Balance for 1969 


Fund Balance, December 31, 1968 

Add: 

Reestablishment of encumbrances outstanding at 

December 3 1 , 1968 

Excess of appropriations over expenditures and out- 
standing encumbrance, December 31, 1969: 


Appropriations $1.076, (MO 

Expenditures and encumbrances 1.03 3.320 

Total additions 


Total beginning balance and additions 

Deduct : 

Excess of appropriations over estimated revenues: 


Appropriations Si, 076,040 

Estimated revenues 99 3 ,000 

Excess of estimated over actual revenues: 

Estimated revenues S 993,000 

Actual revenues 987,200 

Total deductions 

Fund Balance, December 31, 1969 


S 9,040 


42.720 


583,040 

5.800 


S 51,54? 


31,760 
S 105.305 


S 88,840 
S 14,465 


Illustration 18-6 


Comparative Statement of Cash Receipts and Disbursements 
February and Fiscal Year to Date, 1969 and 1968 

1969 196 S 


Year 

Itevis (or other heading) February to Date 

Balance at Beginning S47Q.000 S490.000 

Receipts : 

Taxes — current year S 30,000 S 58,000 


Year 

February to Date 
5455,000 5476,000 

5 27,000 S 53,000 


(This form is continued through both the receipts and disbursements sections and 
concludes with a showing of cash balances at the ends of the periods covered by the 
statement.) 


to revenue source titles and expenditure account titles. Statements of this 
sort arc not of major importance, but when prepared on a “this month and 
year to date and same month last year and year to date” basis (Illustration 
1S-6) they assist in controlling cash flow and in construction of cash 
budgets for subsequent years. 

Revenue Statements. Revenue statements of a school system may take 
any one of a number of forms: estimated for year and actual, year to date; 
given month and year to date, consecutive years; and year to date, 
consecutive years, with changes in amounts and percentages — to mention 
a few. A partial illustration of the last form of statement is shown below, 
using sources and classes from a published manual. 



568 Governmental accounting 


Illustration 18-7 

Comparative Statement of Revenues 
1969 and 1968 to Date 

January' 1 to February 28, 1969 and February 29, 1968 


I n ere are- (Demise) 


Sources and Classes 

1969 

196S 

Amount 

Percent 

Real property taxes: 

Real property taxes 

. . . .$1,966,070 

SI, 733, 180 

$232,890 

13.4 

Monproperty taxes: 

Taxes on consumer utility 
bills 

. ...$ 46,300 

$ 43,220 

$ 3,080 

7.1 

Admissions and dues tax 

17,590 

18,610 

(1,020) 

(5.5) 


If revenues are recorded on a strictly cash basis, considerable similarity' 
will exist between revenues and cash receipts for a given period. Any use 
of the accrual basis introduces a degree of variation between cash receipts 
from a given class of revenue and actual earnings from the same class. In 
Illustration 18-7 the large amount of real property taxes shown for the 
first two months indicates use of the accrual basis. Revenue statements arc 
valuable both for current management of revenue and for planning rev- 
enue budgets for future periods. 

Expenditures statements. Statements of expenditures are definitely the 
one most important kind of report in the statement repertory of school 
administrators. Responsible for complying with many laws and regula- 
tions affecting expenditure of educational funds, and striving for most 
effective use of money dedicated to the benefit of the school population, 
school officials require different kinds of expenditure statements in dis- 
charging their duties. School expenditure statements may relate to time 
periods, to educational programs, to locations (schools), to activities 
(transportation, instruction, etc.), comparison of estimated and actual, 
and other matters of interest to school board members. 

It is not advisable to illustrate, in this chapter, more than one of the 
types mentioned, for which purpose the time period type will be em- 
ployed (Illustration 18-8). However, with the great amount of financial 
information that most school systems are required to record, it is possible 
for a competent and imaginative accountant to devise numerous kinds of 
reports which will assist school administrators in the critical appraisal and 
control of expenditures. For this purpose it is certain that reports showing 
the progress of expenditure programs during the periods to which they 
relate are the most useful. 

There are a few general observations which seem appropriate to school 
system revenue fund statements and, to some extent, to statements of 
nonrevenue funds: 

1. They should be clear and concise, preferably confined to a single page. 

2. They should be presented promptly after the date or period to which 
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Illustration IE-8 

Comparative SMtcmcnr of I’.xponrluurr 1 ! tiy Acmity xrA Ob;ci;r Arr.'vunt 
f"x['on<icfl Vc.ir to thtc f .nmoira! with Anincnt ffu-iectctt. 
January 1 to February 23. I 9 ('> ant! Fcbnurv 29. 1963 


ICC'y l',fS r 3 l.z'-rt'l 


.■hinti.t! 1.x per, if 1 Ar.r.tnl Exp'r.!'.! 

Activities anti Objects liudfet to Date ItuJz't '« Djte i’/fj 1 9t 1 


I nstruerion : 

Salaries — certified ... St.V 7 n. 0 nr, $237,000 SI.760.ono $203,100 12.0 ll.fi 

Salaries— substitute ... . 96.950 1,650 33.120 1.170 1.7 1.4 

Otlicr objects 604.320 76.310 <89.060 61.060 12.6 10.4 

Total instruction . . $2.67 1,270 $314 960 $2.44 1. 1 30 S27Q.33Q ll.fi 11 .) 

Transportation: 

Salaries S 633,190 S Ofi.450 $ 501,370 $ 74. WO 14.4 14.9 

Purchases of buses 118.030 106.330 61.250 60,0*0 90.1 Ofi/j 


they apply; oral or written explanations may give a clearer understanding of 
formal statements. 

3. Details of items in the main statements should be reported in separate 
schedules, if information about details is considered useful. 

4. The comparative form of most financial statements is superior to the 
single date or period form because it helps to disclose trends of progress or 
retrogression. 

5. Few, if any, financial statements are self-explanatory, but must be in- 
terpreted by the user or some other person competent to do so, if maximum 
benefit is to be derived from them. 

Other kinds of funds 

Space does not permit a lengthy presentation of the other types of 
funds and two groups of accounts used by school systems. Furthermore, 
the general nature and operations of these kinds of funds and the two 
account groups has been explained in other chapters. The information 
given there has overall applicability- to the special funds of school systems, 
recognizing that some account titles will be peculiar to school affairs and 
that some kinds of transactions relate especially to public schools. 

Special revenue funds. Special revenue funds are employed by school 
systems to account for a variety- of things, some of yvhich are payment of 
teachers’ and administrators’ salaries, accounting for transportation costs, 
accounting for school plant maintenance costs, operation of a public 
library-, and operation of a school lunch program. A fairly accurate 
generalization about funds of this type is that they are instrumentalities 
established to provide better control over receipt and expenditure of 
revenue dedicated to some special purpose. Except for those representing 
relatiy-cly small amounts of money they should be operated under a 
formally recorded budget Being in the revenue category, it folloyvs that 
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they may be reported by using the same kinds of statements as the general 
fund. Mostly, the statements will contain much less information than their 
general fund counterparts and some may be omitted, such as statements of 
revenue and expenditures which, if prepared, would duplicate the infor- 
mation contained in a statement of cash receipts and disbursements. 

The account structure of one common type of school system special 
revenue fund, a school lunch fund, is shown in the following imaginary 
trial balance (Illustration 18-9) before closing entries have been made. It 
is somewhat different from the trial balance of an ordinary revenue fund. 

Illustration 18-9 

TRENTON CONSOLIDATED SCHOOLS 

School Lunch Fund 
Trial Balance, December 31, 1969 


Debit Credit 

Cash S 1,600 

State and federal aid receivable 150 

Food inventory, December 31, 1968 2,000 

Accounts payable $ 500 

Fund balance 3,050 

Revenues 206,500 

Expenditures 206,300 

S2 10,050 S2 10,050 


Two significant observations may be made about the fund represented 
by the preceding trial balance: 

1. Absence of budgetary accounts indicates the fund is not controlled by a 
formally recorded budget. This may be explained by the fact that the fund 
exists to serve all the members of the school community who desire its service 
and that with careful management it is largely, if not entirely, self-financing 
through the service it renders. Formal budget restrictions upon the amount of 
expenditures of the fund possibly would hamper its efforts to give all the 
sendee needed. 

2. Revenues and Expenditures are controlling accounts, the details of which 
are very important for management of the fund’s financial operations. For 
illustration, it is important to know what part of revenue is from sales of 
lunches, how much from other food sales, from general fund support, surplus 
food, state aid and other sources. Important details of Expenditures are person- 
nel costs, purchases, maintenance costs, supplies, etc. 

The conventional revenues and expenditures statement of a revenue 
fund should be supplanted, for this fund, by an operating statement of the 
business-for-profit type, showing operating income by classes, cost of 
sales in detail, operating expenses in detail, other revenue (if any) and 
other expenses (if any), concluding with an excess of revenues over costs, 
or the reverse if that was the result of the year’s operations. This form of 
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statement, by comparing sales and cost of sales, and showing operating 
costs separate from cost of sales, gives a better analvsis of costs than would 
he provided by the usual revenues and expenditures statement organiza- 
tion of information. 

The arrangement described above for a school lunch fund mnv be 
employed, possibly in greater simplicity, for a school store fund operated 
as a service of the school system. 

Federal aid jrnid. The massive growth of federal aid to local schools, 
with the accompanying regulations and restrictions, has created a need for 
another kind of special revenue fund. The meticulous accounting and 
reporting required for federal grants makes it inadvisable to try to provide 
the necessary information within the structure of a fund or funds used for 
other purposes. The type of federal aid serviced by a federal aid fund is 
that granted for instruction, counseling, guidance, training, etc. Aid for 
construction or acquisition of facilities, equipment, etc., should be ac- 
counted for in a capital projects fund. 

One characteristic of federal aid for service is that it is granted on a 
project, rather than a period, basis. No great need exists for annual 
financial statements for a federal aid project or for closing the accounts of 
a specific project until it is completed. Federal aid projects may begin or 
end at any time of year. A single fund using the kinds of account titles 
appropriate for general fund accounting and reporting may be utilized for 
all service projects and programs supported in whole or in part by federal 
aid. Distinction between, and identification of, encumbrance and expendi- 
ture accounts and transactions by project may be accomplished by adding 
the project number to the conventional functional and object of expense 
designations, in a manner somewhat as follows: 

Estimated Revenues 

Federal aid — migrant children 

Appropriations 

FAMCA Project 153: 

Personal services 

Contractual services 

Materials and supplies 

To record approval of federal aid project for migrant 
children, and appropriation of amount to be received. 

In the illustration the usual account numbers have been omitted, but 
whatever account numbers are prescribed by the school system account- 
ing manual will be used. To those for encumbrances and expenditures will 
be added the project number. Thus, assuming that the letter F is used to 
designate all federal aid fund transactions and that the Appropriations 
account is numbered S50, the complete code of the subsidiary ledger 
account for the Personal Sendees entry shown above would contain the 
following elements: 


.17,000 

, 11,000 
. 2,000 
. 4,000 


17,000 


17,000 
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F — for federal aid fund, 

850 — for appropriations general ledger account. 

100 — to indicate personal services. 

FAMCA Project 133 — to show the particular project to which the $11,000 
is chargeable. 11 

As is apparent from the list of general ledger accounts shown below, a 
very simple form of the special revenue fund structure is adequate for the 
federal aid fund. 


FEDERAL AID FUND 

Assets, Resources , Encumbrances, and Expenditures 
Cash Estimated Revenues 

Due from Other Funds Encumbrances 

State and Federal Aid Receivable Expenditures 

Liabilities, Reserve, Appropriations, and Revenue 
Due to Other Funds Reserve for Encumbrances 

Due to Other Governments Appropriations 

V ouchers Payable Revenues 

Each of the twelve accounts listed above, with the exception of Reserve 
for Encumbrances, may be a controlling account. 

Absence of a Fund Balance account from the above list reflects the fact 
that all resources received for a given project but not used in its consum- 
mation belong to the funds or agencies from which received. A federal aid 
fund is liable for refunding the unused assets to the grantor or grantors. 

From the simple and brief chart of accounts, it is evident that general 
ledger accounting for such a federal aid fund poses no problem. Some- 
what more difficult is the recording of detailed information for repordng 
to the sources of grants, for proving compliance with the stipulations 
established by the grantors. This is accomplished through well-planned 
and careful use of subsidiary ledger accounts for controlling and report- 
ing expenditure of money received. 

The short life and tight restrictions typical of federal aid funds tend to 
negate the use of conventional statements normally used for reporting 
the condition and activities of revenue funds. Of the special reports re- 
quired by grantor agencies the major ones are those designed to reveal ad- 
herence to or deviation from specifications of the project grant, in terms of 
purposes to be served and the amount to be used for each purpose. Forms 
of these reports and statements are prescribed by the grantor agencies. 

Capital fund. 12 During the last nvo decades, acquisition of buildings 
and structures has accounted for a large segment of public school financ- 

11 Changes disseminated in 1969 modified this system of coding subsidiary accounts 
but left general ledger accounts and procedures unchanged. 

12 Counterpart of the capital projects class of funds for general government. 
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ing. Some of this h;is been accomplished through revenue fund ( general 
and special) appropriations, much through bond issues, and, in some 
states, through private holding companies which provide direct financing 
of the facilities. In discharge of the debt, the school system makes system- 
atic payments of principal and interest to the holding company until the 
debt is extinguished. At this juncture ownership of the property passes to 
the school system. The holding company payments are financed front 
current revenue, accounted for in general or special revenue funds. The 
holding company plan is useful for school systems which have already 
reached the legal debt limit while still in need of capital improvements. 

An interesting and effective device, not yet widely adopted, is the 
establishment of a single fund to account for all costs of a capital project, 
whether financed in one or more ways — contributions from revenue, 
bond issues, state aid, federal aid, etc. — but nor including the holding 
company method. One virtue of this arrangement is that it facilitates 
unified management of, and accounting for, a special class of transactions 
which may represent a high percentage of each year’s budget. The 
exact specifications of such a financing structure should he set forth rather 
clearly in the statutes or other source of authority. In one state requiring 
school systems to consolidate multiple source acquisitions of capital assets 
in a single fund, the entity is established by a transfer of cash from the 
general or some other fund. Most transactions of the fund relate to receipt 
and expenditure of (1) the money transferred (advanced) from the 
general fund, (2) revenue received from the general fund by way of 
annual appropriations of the genera] fund,™ and (3) proceeds of debt 
issuance. An advantage of this type of fund for capital asset acquisitions is 
that it operates on a project rather than a time basis, thus avoiding lapsing 
of authorizations. A chart of general ledger accounts suited to use for 
such a fund and, therefore, giving an idea of the accounting structure, is 
shown below: 


CAPITAL FUND 

Assets, Resources, Encumbrances, and Expenditures 
’Cash 

'Temporary Investments 
Obligations Authorized — Unissued 
'Financing to be Provided by Other Funds 
Encumbrances 

'Expenditures — Budgetary Appropriations 
'Expenditures — Capital Reserve 
'Expenditures — Obligations 


13 Money supplied by state and federal governments comes to the capital fund 
through the general fund. 
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CAPITAL FUND — Continued 
Liabilities, Revenue Appropriations, Reserves, and Balance 
Bond Anticipation Notes Payable 
Due to Other Funds 
Reserve for Encumbrances 
‘Earnings on Temporary Investments 
Premium on Securities Issued 
Accrued Interest on Securities Issued 
Authorizations — Budgetary Appropriations 
Authorizations — Capital Reserve 
Authorizations — Obligations 
Capital Reserve Balance 


It is important to note that some of the above-named accounts are control- 
ling accounts supported by subsidiary ledger records. These are indicated 
by asterisks. 

The only revenue account provided is for earnings from temporary 
investments. Other revenue accounts are dispensed with by the device of 
crediting to the resource accounts (Obligations Authorized — Unissued, 
and Financing to be Provided by Other Funds) the amounts of cash 
received from those resources, rather than crediting them to revenue. 

Each capital project requires a separate capital fund, in the manner 
that each capital project of general government requires a separate fund. 
A capital fund is originated by receipt of money, in an amount designated 
by the school system management, from the school general fund. The 
entry on the capital fund books for this receipt is as follows, using an as- 
sumed amount: 


Cash 100,000 

Capital Reserve Balance 100,000 


Authorization of a project to cost $300,000, to be financed to the extent of 
$55,000 from the capital reserve fund balance, $70,000 from a general fund 
appropriation and $175,000 from a bond issue would require the following 
debits and credits which might be recorded in three entries if desired: 


Capital Reserve Balance 55,000 

Financing to Be Provided By Other Funds 70,000 

Obligations Authorized — Unissued 175,000 

Authorizations — Capital Reserve 55,000 

Authorizations — Budgetary Appropriations 70,000 

Authorizations — Obligations 175,000 


counts debited above are resource accounts, similar to Estimated 
ucs, while those credited are appropriations accounts and might be 
designated. As stated previously, cash received from other funds and 
irom issuance of bonds is credited to the second and third accounts 
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debited. Revenue accounts, except for Earnings on Temporary Invest- 
ments, nrc not necessary because financing comes about through contribu- 
tions of other funds, including a debt service fund for the bonds, and not 
from services provided by the capital fund. 

How docs the capital fund obtain cash for the three authorizations' As 
to the capital reserve authorization, the fund alrcadv has the cash and is 
now authorized to spend it for the designated project. Financing to be 
provided from other funds is realized when cash is received from the 
general fund. Because of the small number of cash receipts transactions of 
this fund, the credit for the general fund’s payment is recorded in Financ- 
ing to Be Provided front Other Funds, rather than establishing a separate 
revenue account. The exact source of the money credited to Financing to 
Be Provided bv Other Funds is identified by use of subsidiary ledger 
accounts supporting the general title. Money from the obligations author- 
ization may be derived from an immediate issue of bonds, with a credit to 
Obligations Authorized — Unissued or, pending issuance of the bonds, 
money may be obtained from bond anticipation notes payable, with a 
credit to an account with those words as the title. One notable fact about 
the bond issue is that since the capita! fund is not responsible for paying 
off the debt, the liability will not be recorded in this fund but in the 
capital indebtedness group of accounts, which will be discussed briefly a 
few pages hence. 

Cash from the three different sources, considering the capital reserve 
balance as a source, must be accounted for separately, in order that unused 
cash, if any, may be returned to its source or sources. This restriction 
might not apply in all states. 

Since the chart of accounts contains no Accounts or Vouchers Payable 
account, its expenditures obviously are on a cash basis. This omission 
presumably derives from a state or local regulation that expenditures be 
reported on the cash basis. Even so. voucher documents would be useful. 
Nothing in the nature of this kind of fund precludes the employment of 
accrual accounting. When an expenditure is made from one of the three 
amounts of cash, the debit should be made to the corresponding expendi- 
tures acount, with proper posting to the subsidiary ledger for the expendi- 
tures account debited. A cash disbursement for temporary investments is 
not a project or fund expenditure, but a conversion from one form of 
assets to another. A proper showing of the source of general fixed assets 
acquired through a capital fund dictates that it be in terms of sources 
which provided money to the capital fund, that is, general fund, state 
government, etc. 

When a capital project has been completed there may be a residue of 
assets in the fund. A reasonable policy would dictate that insofar as the 
residue can be identified with specific sources it should be disposed of as 
follows: 
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1. Assets derived from budgetary appropriations — to the fund or funds making 
the appropriations. 

2. Assets derived from obligations — to the fund or funds which will liquidate 
the obligations or possibly the one which pays interest on them. 

3. Assets represented by the capital reserve fund balance — to the fund which 
provided the initial financing. 

Since capital funds are limited life entities, to be terminated upon 
completion of their respective projects, they can be administered with 
fewer financial statements than revenue and other funds of longer dura- 
tion. This means that statements embodying various comparisons of con- 
ditions and changes at different stages in the existence of continuing funds 
have no value — in fact, could not be prepared — for a capital fund. Balance 
sheets, statements of cash receipts and disbursements, and statements com- 
paring status of expenditures compared with authorizations are the more 
important ones for that type of fund. 

Debt service fund. Growth of educational enrollments in the nation, 
with the attending growth of demand for equipment and facilities, has 
resulted in a manifold increase of debt financing and debt service require- 
ments. Although much direct servicing of serial debt by general and spe- 
cial revenue funds is likely to continue indefinitely, the structure of debt 
service funds is fully adequate for servicing of all school long-term debt. 
Debt service fund accounting and reporting for public school systems is 
not fundamentally different from that for other units of government, but 
state laws or local regulations may dictate procedural variations which will 
differ among the states and localities in which they are practiced. Chapter 7 
of this text relates to the general principles of debt service fund accounting 
and reporting. 

lntragovemmental service or working capital fund. As indicated pre- 
viously some auxiliary activities of a school system may be accounted for 
by use of either a revenue fund or a working capital fund structure, 
depending upon exactly what the particular class of activity embraces and 
how the activity is performed. For example, if a school system owns no 
transportation equipment but obtains transportation service by contract, 
the accounting system will be of the revenue fund type. If, on the 
contrary, the service is furnished by school-owned, -operated and -main- 
tained equipment, an intragovernmental service fund is needed. Such funds 
are the subject of Chapter 9. Exactly how a transportation fund may be 
constructed and how it operates will vary from one system to another, 
but the adjusted trial balance of an imaginary transportation fund shown 
in Illustration 18-10 will serve to illustrate the essential features of a rather 
complete operation. 

Although the Trenton transportation fund may appear to be overly 
detailed, the details provide numerous opportunities for preparing cost 
comparisons in terms of unit costs, in addition to a comparative balance 
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Illustration 18-10 


TRF.NTON CONSOUD.V1 I D 5CHOOI.S 
1 ramporunon l end 

Adjusted Tri-d i’uhr.re. December II, \ r >(,o 


D'ht: 

Cadi $ 21.tvo 

Due from other funds 6'. 950 

Due from other governmental units lO.ftln 

Inventory of parts and supplies oj 4 o 

Automotive vehicles* •tfw.500 

Allowance for depreciation — automotive vehicles. 

Machinery and equipment 23,040 

Allowance for depreciation — machinery and equipment 

(mirage tools 1,580 

Buildings 26.7 30 

Allowance for depreciation— huildmgs 

1 -and 6,400 


Vouchers payable 

Accrued expenses 

Contribution from general fund 

Fund balance 

Revenue from general fund 

Revenue from other governmental units 


Operators’ salaries 117,400 

Salaries and wages — repair and maintenance service 19,540 

Parts and supplies used 31.710 

Depreciation of automotive equipment 49,020 

Depreciation of machinery and equipment 1,840 

Tools expense 2.090 

Depreciation of buildings 1,5 30 

Meat, light, and power 3.290 

Administrative salaries 9,500 

Charges for clerical services by general fund 11.8S0 

Insurance 3,720 

Other general expenses 6,1 10 

Sale of scrap and salvage 

Insurance recoveries 


SS32.560 

• Includes school buses and service vehicles. 


Crr,!:t 


S 1 7 1 .5*0 


8.060 


7,010 


m,o;o 

3,030 
3 50,000 
2 1 .460 
2.38.430 
15,750 


380 
950 
SB 32,560 


sheet, comparative statement of operations, statement of cash receipts and 
disbursements, and statement of changes in fund balance. Of the major 
statements, the one comparing operations for two consecutive years is 
doubtless the most significant for managerial uses. Because of its usefulness 
in segregating all costs of pupil transportation, the intragovernmcntal 
service fund structure is definitely superior to that to a revenue fund for 
measuring and controlling what this sendee really costs. 

Trust or agency fund. In its “Basis of Accounting” statement pertain- 
ing to trust and agency funds, one state school accounting manual states 
that these types of funds shall be used to account for all moneys and other 
assets received by the school district treasurer in his official capacity. 
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either to be held in trust or to be transmitted to others. Another statement 
specifies a separate accounting for the transactions and balances of the 
several funds maintained. It should be noted that these directions do not 
prohibit combined reporting. Since trust and agency fund accounting has 
received extensive treatment in an earlier chapter (Chapter 8), no separate 
discussion of its application to public schools will be given. However, it 
may be said that some of the kinds of deductions for which schools arc 
responsible and which may require agency funds are those for savings 
bond and credit union transactions; federal income, state, and social 
security taxes; and group insurance premiums. If not required by law to 
be accounted for in the general fund, deductions for state teachers’ 
retirement contributions might well be accounted for in an agency fund. 
All of the foregoing represent the treasurer’s operations as an agent for 
receiving and remitting. He serves as a trustee in managing guaranty and 
bid deposits and gifts or endowments received for the benefit of the 
school system population. The major responsibilities of the school treas- 
urer or other individual in his agent-trustee capacity is the preservation of 
agency-trust fund assets and their prudent investment for the production 
of income. Balance sheets and statements of cash receipts and disburse- 
ments are the most important trust and agency fund statements, possibly 
to be supplemented by a statement of earnings if assets are held in sizable 
amounts. 

Account groups 

General -fixed assets. The magnitude of public investment in school 
plant and equipment in thousands of school systems dictates that for 
proper management of the assets represented, a general fixed assets group 
of accounts should be maintained. Use of “group” instead of “fund” in 
this connection has been explained in Chapter 13. Land, Buildings, and 
Equipment are the classes of fixed assets to be used, with each class title 
serving as the controlling account for a subsidiary ledger. If desired, 
Structures Other than Buildings and Construction in Progress (a suspense 
account) might be added to the three mentioned. Long-term, or fixed, 
assets used exclusively in the operations of a working capital or intragov- 
ernmental service fund should not be accounted for in this group but in 
the structure of the special fund by which they are used — unless some 
unusual circumstance exists. 

The reasons for maintaining a general fixed assets group, some of which 
are interrelated, are as follows: 

1. To promote the maintenance of a perpetual physical inventory, for revealing 

otherwise undisclosed reductions. 

2. To assist in establishing individual accountability for care and protection 

of property. 

3. To furnish reliable information for insurance coverage. 

4. To provide a record of public investment in school system plant and equip- 
ment, both as to amounts and sources. 
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The first three purposes mentioned in the above list arc served hv 1 1 - r 
accounts, the fourth by equity or investment accounts under the heading 
of Investment in General hived Assets. Detailed accounts tinder that 
heading will include some or all of the following: 

Investment in General Fived Assets — General Fund 
Investment in General Fixed Assets — Special Revenue Funds 
Investment in General Fixed Assets — Federal Government 
Investment in General Fixed Assets — State Government 
Investment in General Fixed Assets — Contribution'; — Individuals 

The accounting procedures for a general fixed assets group of accounts 
arc explained in Chapter 1 3 and will not be repeated here. 

The most important statements for a general fixed assets group are an 
annual comparative statement of general fixed assets and an annual state- 
ment of changes in general fixed assets. The former, it will be recalled 
from Chapter 13, is sometimes erroneously called a balance sheet. 

Long-term debt and interest. School svstems which have large 
amounts of long-term indebtedness outstanding should maintain a state- 
ment of bonded and other long-term debt and interest. Accounting proce- 
dures for this group in a public school system should follow the pattern of 
those recommended for this kind of group as operated by other kinds of 
governmental units (Chapter 14). The only major financial statement is a 
comparative statement (sometimes called a balance sheet) at the end of 
each year. Long-term notes should be included, with their requirements 
of principal and interest payments, and the same may be said for indebted- 
ness to private holding companies. 

As for the debit, or so-called asset, members of this group, one state 
prescribes a single account entitled Provision to be Made in Future 
Budgets for Capital Indebtedness, in which interest requirements are in- 
cluded. Some value might be added by separating the provision require- 
ment into principal and interest. Furthermore, if principal, or principal and 
interest, payment funds are maintained, any amount accumulated in such a 
fund at the statement date should be reported as explained in Chapter 14. 

MEASURING THE EFFECTIVENESS OF EXPENDITURES 
FOR PUBLIC SCHOOLS 

In discussing and illustrating the operations of the kinds of funds used 
by public school systems and the statement forms adapted to financial 
reporting, attention has been confined to quantitative performances. Hon- 
est use of accounting and reporting procedures heretofore discussed can 
and does enable school administrators to ascertain the average cost of 
transportation for one mile or for any given period of time; to measure 
the per-pupil average cost of instruction in one course for one semester or 
any other length of time: and to determine the outlay per cost unit for the 
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many other activities included in the school program. Among school 
systems using comparable accounting and reporting techniques, numerous 
comparisons of statistics may be made to demonstrate the apparent superi- 
ority of one school system over another or others. Unfortunately there is 
no positive correlation between what is spent and what is accomplished in 
the way of improving the pupils’ minds and characters, which presumably 
is still the main purpose of the public school program. Subjective accom- 
plishment does not necessarily vary in proportion to objective perform- 
ance. A higher unit cost does not guarantee a superior equality' of pupil 
attainment, even though it may create a more favorable learning environ- 
ment than exists in lower cost systems. An imposing school plant, a large 
array of administrators, advisors, counselors, etc., and a faculty roster 
replete with high academic degrees may possibly mean better education, 
but not invariably so. Positively reliable comparisons of bona fide educa- 
tional cost performance of a school system would, if they were possible, 
need to take cognizance of such variables as the natural ability 7 of pupils; 
their home environment, including parentage; the superior instructional 
ability of many teachers, irrespective of their formal academic achieve- 
ments, and therefore not accurately reflected by the amount spent for 
instructional salaries. Such incidents as the occasional reports of pupils 
having reached the upper levels of a public school system without having 
learned to read tend to raise questions about what is really being accom- 
plished with the public school dollar. With the employment of profes- 
sional public relationists to “interpret” the schools to the public, the task 
of sound and dependable appraisal has become even more difficult. 

In short, in the absence of a single criterion, such as amount of net 
income or net loss, for evaluating accomplishment; and in the presence of 
many intangible influences, some helpful, some detrimental to educational 
attainment — conventional techniques for evaluating financial information 
are not sufficient. Only by the application of well-informed, impartial 
judgment, preferably grounded in a good understanding of the fundamen- 
tal educational process, can the conventional financial reports and statistics 
of public school operations lead to decisions which will generate maxi- 
mum benefit to pupils and public. 
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QUESTIONS 

1. In the discussion and illustration of a school system general fund as operated 
in a given state, reference was made to appropriations to be financed from 
three resources: estimated revenues, appropriated fund balance, and budget 
notes authorized — unissued. Where will the actual money be obtained to pay 
for expenditures made under each of the three appropriations? 

2. In Problem 1 below. Brookvillc School’s general fund showed estimated 
revenues of $986,000 for the year, and $978,700 revenues realized at June 30. 
In transaction (7) 545,000 was borrowed during the second half year. W'hac 
could account for the need to borrow money with more than 99 percent of 
the year’s revenue realized during the first half of the year? 

3. In transaction (4) of Problem 1, reference is made to encumbrances totaling 
$10,130 which were outstanding at December 31, 196S, but which had not 
yet received proper accounting in 1969. Is there any evidence of this situa- 
tion in the trial balance of June 30, 1969? 

4. In Problem 4 below, an imaginary school building is financed partly from a 
capital reserve balance, partly from a bond issue, and partly from current 
revenue from a general fund, including federal assistance. Docs this signify 
that every capital fund must have those three sources of financing, or may 
two or one sometimes be adequate? 

5. The annual report of a midwestem school system gives the following com- 
parison of per-student costs for the 196S-69 school year: 


Activity 

This System 

Naticm.il Average 

Administration 

...$ 11.02 

5 15.40 

Instruction 

... 345.94 

311.15 

Coordinate activities 

. . . 14.86 

30.45 

Operation of plant and equipment. . , 

... 3S.76 

3S.25 

Maintenance of plant and equipment. 

... 12.94 

12.50 

Fixed charges 

... 10.12 

15.00 

Auxiliary services 

3.11 

.10 

Capital outlay 

. . . 69.60 

9.50 

Indebtedness 

. . . 52.49 

40.55 
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a) From the foregoing information, prepare a comparison of unit costs in 
the following form, using the national average as the base figure: 

National This System — Over (Under) 
Activity This System Average Amount Percent 

Administration $11.02 $15.40 $(4.38) (28.4) 

b) Ignoring the probability of variations due to unusual circumstances, 
which of the foregoing averages appear to be favorable to the midwestern 
school system? Which ones appear to be unfavorable? What unusual 
circumstance or circumstances might account for the great disparity of 
average capital outlay? Are any two of the unusual averages related? 

6. In the early part of this chapter, there is a list of the groups of expenditure 
accounts approved by the U.S. Office of Education and widely used for 
local and state school systems. Below are the names of several detail accounts 
under the general classes. You are required to prepare a listing to show the 
group to which each detail account pertains: salaries of principals; contracted 
services for upkeep of grounds; salaries of clerks and other pupil transporta- 
tion employees; salaries for school census enumeration; expenditures from 
current funds to retire long-term loans; payments to state teachers’ retire- 
ment fund (school system’s share); newspapers and magazines; salaries of 
school dentists; transportation to school districts in another state; expendi- 
tures to cover deficits of a separate (from general fund) food service fund; 
salaries for community recreational activities; salaries for custodial services; 
newspapers and magazines for a public library operated by the school 
system; new buildings and building additions; heat for buildings; expendi- 
tures in lieu of transportation (room, board, boats, sleighs, skis, etc.); re- 
placements of instructional equipment (desks, seats, tables, etc.); travel of 
attendance personnel. 

7. Auditors of a very large school system’s financial records discovered three 
trust funds, each of which had been established more than half a century 
previously, for awarding medals for outstanding academic-related accom- 
plishments. For the last 30 years the only entries in these three funds had 
been for receipt of interest on investments. Total assets of the funds (no 
liabilities) exceeded S10,000. What, if anything, do you think the auditors 
should have done about the situation? 

8. Because the debt margin of most school systems has tended to be very low 
during the last quarter century, there has been widespread use of holding 
corporations to obtain school real estate. When the facilities so acquired 
are “paid out” and title passes to the school corporations, what should be 
stated as the source of the investment in fixed assets representing the newly 
acquired facilities? 

9. What do you consider to be the major benefit of the revenue (or receipts) 
and expenditure classifications of accounts developed under the direction 
of the U.S. Office of Education? 

PROBLEMS 

1. After six months of its 1969 fiscal year, Brookville School Corporation 
general fund had the following trial balance: 
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RROOKVfU.f: sarooi. corporat jon' 

(icntral Fur 1 


Trial Balance, Jun* 30. I0(p 

n.'l-i: Cn.it: 

Cadi $ 37.910 

(.’a‘h from budget notes* ... 

Cash for tax anticipation notes 

Cash for Itonil interest anil matured Ixinde I 5.9 on 

Taxes receivable — current year Z?°/KV> 

Allowance for uncollected taxes —current year S 39,000 

Taxes receivable -overdue 46,709 

Allowance for uncollected taxes —prior years 56,700 

Accounts receivable 5.500 

Due from other funds 78,370 

State and federal aid receivable 318.470 

Temporary investments 15,650 

Vouchers payable 14.355 

Tax anticipation notes payable 7,4 :: 0 

Budget notes payable* ... 

Bond interest and matured bonds payable 1 5.900 

Due to other funds 59,640 

Reserve for encumbrances 43 5,1 30 

Fund balance 61,565 

Estimated revenues 986,000 

Budget notes authorized* ... 

Appropriated fund balance 7,000 

Appropriations 993,000 

Revenues 978,700 

Encumbrances 425,000 

Expenditures 481.200 


S2.66 1.470 S2.661.470 

* These account titles are required (or some second half-year transactions. 


During the second half of 1969 the following transactions occurred: 

(1) Encumbrance documents totaling $99,010 were issued to vendors, contractors and 
others. 

(2) All tax anticipation notes, which had been discounted at the time of issue, were 
paid in full, using the necessary amount of general cash to supplement the segre- 
gated cash. 

(3) Bond interest and principal due at June 30, 1969 were paid. 

(4) Attention was called to the fact that three contracts outstanding December 31, 
1968, in the total amount of $10,130, had not received proper accounting in 1969. 
This was done, including the necessary appropriation. 

(5) All temporary investments were sold for S15.S90, which included $210 accumu- 
lated interest and $30 gain. 

(6) Routine cash collections for the second half of the year included $46,050 from 
other funds, $194,000 from current year's raxes. $2,690 from overdue raxes, 
$2,400 from accounts receivable, and $293,650 from state and federal aid. 

(7) Due to insufficiency of cash from normal sources, the school trustees voted to 
finance purchase of equipment for a special educational program by the issue of 
$45,000 budget notes payable. 

(8) Equipment estimated to cost $10,970 was ordered for the special educational 
program. 

(9) During the last half-year $25,100 of overdue taxes were classified as uncollectible 
and written off. 

(10) Routine expenditures during the second half of 1969 totaled $532,080, of which 
$510,250 was vouchered and $21,8 30 credited to the agency fond for state teachers’ 
retirement contributions. These expenditures had been encumbered at $529,210. 
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(1 1) The $45,000 of budget notes were discounted for six months at the rate of 5 per- 
cent per year. 

(12) 568,040 cash was transferred to other funds. (Vouchering may be omitted.) 

(13) $517,320 of vouchers payable were liquidated, using 56,070 cash from budget 
notes and the balance from unrestricted cash. 

(14) A liability for payment, in 1970, of 58,000 bond principal and $200 interest was 
recorded. This transaction had been budgeted for 1969 and was encumbered early 
in the year. The required amount of cash was segregated. (Omit vouchering.) 

(15) Unpaid current-year taxes were transferred to the overdue taxes account. 

(16) Allowance for Uncollected Taxes-Prior Years was ad justed so that the sum of the 
two allowance account balances would equal the total of unpaid taxes. 

You are required to do the first or both of the following parts: 

a) Journalize the Brookville School Corporation’s general fund transac- 
tions for the second half of 1969. Explanations may be omitted. 

b) Record the June 30, 1969, balances in T accounts, post the journal 
entries for the second half of 1969, and prepare a trial balance for 
December 31, 1969. 


2. A number of transactions in the illustration of school system general fund 
accounting, beginning with the trial balance of Trenton Consolidated 
Schools general fund at December 31, 1968, (Illustration 18-1) affected 
another fund or group of accounts. You are required to do the following 
things: 

a) Refer to the transactions and entries leading up to the December 31, 
1969, trial balance (Illustration 18-2) and for each transaction that 
affects another fund or group of accounts make the entry required 
for the other fund or group of accounts. If the name of the other fund 
(or funds) is not apparent from the transaction, record it as an “other 
fund” or “other funds” transaction, as for transaction 4 of that series: 
Other Funds: 

Due from General Fund 55,000 

Revenues 55,000 

b) Assume that the Trenton school system has the kinds of funds and 
groups named as appropriate for public school accounting. 


3. The Rossburg School District had no organized record of its general 
fixed assets, but such a record was decreed by the school trustees in 1968. 
Much of the required information was located by the school administrators. 
An accounting firm was employed to complete the investigation and 
establish the necessary records, including subsidiary ledgers, and account- 
ing procedures. A consolidation of findings showed the following informa- 
tion as recorded to December 31, 1968: 


Classes 


Land 

Buildings 

Structures other than buildings 

Equipment 

Construction in progress — buildings 


Actual or Apparent Cost or 
Appraised Value 

5 75,200 

1,215,000 

27,300 

586,400 

70,0 00 
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ning balances; additions for each class of assets and horizontal totals; 
total of beginning balance and additions for each class and horizontal 
totals. 


4. In 1968, after several months of planning, the Richland School Corpora- 
tion formally authorized construction of a building to be completed be- 
fore September 1, 1969, at an estimated cost of $980,000. Financing was to 
be provided by a bond issue of $500,000, a federal grant of $300,000 dedi- 
cated to the construction project, and the remainder from property taxes 
and other revenue of the general fund. The cash basis of accounting was 
decreed. In the absence of a subsidiary ledger account for Cash in this 
problem, it is advisable to identify each cash debit or credit as Cash — 
Other Funds (from budgetary appropriations), Cash-Capital Reserve, or 
Cash — Obligations. 

(1) Capital fund No. 14 was established by the receipt of $50,000 cash from the gen- 
eral fund. 

(2) Authorization of the project, with intended sources of financing as follows, was 
formally recorded: 


Bond issue $500,000 

Federal grant (through general fund) 300,000 

Other revenue of general fund 150,000 

Capital fund reserve 30,000 


(3) The general contract for most of the project cost was let to Allison Construction 
Company on its low bid of $955,000. 

(4) To provide money for progress payments to the contractor before receipt of sub- 
stantial amounts from other sources, $125,000 of bond anticipation notes were 
issued. 

(5) Temporary investments were purchased at a cost of S55,000 from proceeds of the 
bond anticipation notes. 

(6) Preliminary costs related to the project, which had not been encumbered, were 
paid from obligations cash in the amount of $18,000. 

(7) Based upon proper certification by the supervising architect, the general contractor 
was paid for completion of $45,000 of the contract, $5,000 from capital reserve 
cash and $40,000 from bond anticipation note cash. 

(S) The entire bond authorization was sold for $519,000, $13,000 representing pre- 
mium, and $6,000 accrued interest, on the bonds issued. 

(9) $5,000 of the premium on securities issued was appropriated for construction 
purposes, leaving $S,000 to be transferred to a debt service fund. 

(10) The balances of premium and accrued interest were transferred to a debt service 
fund, to be applied on payment of bond interest and principal. 

(1 1) The temporary investments of bond anticipation cash were sold for $55,800. 

(12) The bond anticipation notes were retired, with an interest cost of $3,000. (Debit 
Expenditures — Obligations for the interest cost.) 

(1 3) All cash appropriated for the capital project by the genera! fund was received. 

(14) The project was completed and approved by the supervising architect and all other 
legally concerned parties and the contractor was paid the balance of the contract 
price. The maximum amounts were paid against the general fund and obligations 
authorizations. 

(15) Capital fund No. 14 was ordered liquidated and the necessary action was taken 

You arc required to do the following things: 

a) Journalize the foregoing transactions. 

b) Post them to ledger accounts. 

c) Prepare a trial balance after transaction 14. 
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Expenditures 

Salaries of regular help $120,555 $117,860 

Cost of food served to regular and student help. ... 5,115 5,010 

Food supplied by federal government 25,660 28,010 

Food purchases 48,140 44,550 

Miscellaneous expenses 9,050 17.6S0 

$206,500 $210,910 


You are required to prepare the following statements and answer the fol- 
lowing questions, carrying percentages to the nearest tenth: 

a) A comparative revenue and expense statement with a pair of columns 
headed “Increase-( Decrease)” with subheadings of “Amount” and 
“Percent.” 

b) A comparative balance sheet with a column showing “1969 percent of 
1968.” 

c ) What was the ratio of food cost to revenues for each of the two 
years? 

d ) The ratio of food cost to total revenue of Jacksonburg schools is 
comparable to the average of such ratio for commercial food service 
establishments in the geographical region where the schools are lo- 
cated. Do you consider this similarity of ratios commendable or repre- 
hensible for the Jacksonburg school lunch program? 

e) At what price or prices should food served to employees and to needy 
children be recorded and subsequently reported in the statement of 
revenue and expenses? 

In 1966 the town of Sumter school system officials decided to seek a 
federal grant for partial financing of a vocational education project in the 
communin'. Preliminary investigation and planning having been com- 
peted, an application for financial assistance was presented to the ap- 
propriate federal agency for a grant of $126,000. The balance of the esti- 
mated total project cost of $1S0,000 was to be supplied by a $36,000 grant 
of state aid and $ IS, 000 from the school system general fund. In 1967 the 
project. No. 33, was approved by the state and federal governments, and 
the following transactions occurred: 

(1) The project budget based upon the assumption of 100 percent collection and use of 
the available hinds was recorded. 

(2) The amount ro be received from the school system general fund was recorded. 

(3) $5,000 for use in paying initial costs was received from the general fund. 

(4) Purchase orders, contracts, and other commitments were incurred at a total esti- 
mated cost of $47,500. 

(5) Unencumbered costs were vouchercd in the amount of $4,500. 

(6) Federal and state agencies were billed for $27,000 and $9,000 respectively. 

(7) Goods and service orders which had been encumbered at S2S.900 were received. 
Vouchers payable were recorded for them in a total amount of $29,600. 

(8) Additional billings ro federal and state agencies were made in the amount of $63.- 
000 and $17,000 respectively, 

(9) Additional commitments were recorded for S1S.000 worth of supplies and for 
estimated salaries and contractual services of $105,200 for the balance of the proj- 
ect life. 

(10) Settlement was received in full for all amounts billed ro the state and federal gov- 
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Using information from the above revenue and expense statements, you 

axe required to do the following things: 

a) By comparing, in percentages, the ratio of food costs to total revenues 
for each of the two years, state whether, on the surface, the cafeteria 
system put out more, or less, food for revenue received in the later 
year. 

b) State at least two factors which might have accounted, in whole or in 
part, for the change in the ratio from the first to the second year. 

c) It is apparent that personnel costs increased substantially, both in total 
and in relation to other items, in the later year. Calculate the ratio of 
total personnel costs (excluding meals for student help) to total 
revenues for each of the two years. 

d) Suppose that an analysis of food costs and revenues showed that, on a 
weighted average basis, food cos:s were 5 percent higher and selling 
prices 6 percent higher in the later vear; and convert both later year 
costs and revenues (for simplicity you may include federal grants 
in selling price) to the former year basis. 

e) In the earlier year the nonproductive cost of labor (pensions, vaca- 
tions, etc.) was 4.8 percent of total revenue. In the later year it was 
7.5 percent of total revenue. Do you consider this a significant change? 

f) Determine the total cost of personnel (excluding student help) for 
each of the two years and compute the percentage (nearest whole 
percent) of this total represented by nonproductive cost (pensions, 
vacations, etc.) 

g) Since most of the relationships computed from the cafeteria system 
revenue and expense statements did not appear to prove anything 
conclusively, can it be said truthfully that similar calculations would 
have no value in managing a school cafeteria or cafeteria system? 

h ) A large percentage of eating establishments operated for profit arc 
unable to give customers more than 40c worth of food (at cost) for 
each Si charged. From a study of the comparative revenue and ex- 
pense statements for the large school system cafeterias, can you dis- 
cern or think of any reason or reasons why they can give better than 
50 <5 worth of food for each dollar of revenue, compared with the 40c 1 
for private operators? 

i) In the later year, cafeteria patrons paid $106,976 more for prepared 
food while the cost of the food sold in the later year was $12,401 less. 
State how this compares with the change in personnel cost, omitting 
cost of student help. 


9. Troy Township Consolidated School is considering the purchase of school 
buses to replace the present system of contracting each year for the service 
bv route and day. The present routing is considered to be best, and it is 
desirable that there be no increase or decrease in the number of buses. 
The following information is available regarding the present costs and 
routes: 
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Mil' i frr 
Dry 

...im 
. . . rn 
. . . fo 
. . . ;o 
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f r - ' 

f ” f)jy 

544.00 
> 5 .00 
J7.ro 

50.00 

27.00 


It is also the present practice to hire one of the school buses to transport 
teams to athletic events away from home and for certain other school 
purposes. By standing agreement with the bus contractors, they arc paid 
$1 per mile for this service. Over the pn^r three years, the service has cost 
the township an average of $l,?f>0 per year for an average of 20 trips per 
year. There arc 180 school days in the year. 

It is estimated that the township would have the following costs if it 
owned and operated the school buses: 


(1) Cost of each school bus body, 512,000; cost of each chassis, 55.000; cost ofhsving 
body placed on chassis, $200. It is estimated that each body would last 10 years and 
the chassis 5 years, with an estimated 10 percent of original cost as scrap ralcc on 
each. 

(2) Gasoline would cost the township 30<f per gallon, and it is estimated that the school 
buses would be able to average 10 miles per gallon of gasoline. 

(3) Drivers can be obtained on contract for S 16 per day and per athletic trip, and they 
would be expected to take care of the minor servicing necessary on the buses they 
drive. 

(4) It is expected that the buses would be greased and the oil changed every 1,000 miles, 
the materials for svhich would cost the rosvnship 54 per change. 

(5) It is estimated that a pole-type shed to house and service the school buses would 
cost 519,000 and would have a life of 20 years. 

(6) Miscellaneous servicing equipment (small tools), with a 10-year life on the average, 
would cost SUOO. 

(7) Repairs, replacement of small parrs and tires as necessary, and similar items, arc 
estimated to cost 5560 per year per bus. 

(8) Antifreeze and miscellaneous supplies and expenses are expected to total 5650 per 
year for all buses. 

(9) Insurance premiums for a fleet-type policy on the buses is expected to cost 52.240 
per year. 

It will be assumed that the above items cover all the costs the township 

would incur in owning and operating the buses. You are required to do 

the following things: 

a) Prepare a statement comparing the estimated costs with the present 
costs (to nearest whole cent) to determine whether or not it would 
be desirable for the township to own and operate the buses. Show all 
computations. 

b) Assuming that all fixed costs would be reduced in proportion to the 
number of routes operated, on the basis of the above facts would it be 
economical for the township to continue the contracts on the present 
basis for any one or more of the routes? 

(Indiana State Board of Accounts, adapted) 


10. The Board of Education of the Victoria School District is developing a 
budget for the school vear ending June 30, 1970. The budgeted expendi- 
tures follow: 
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VICTORIA SCHOOL DISTRICT 

Budgeted expenditures 
For the Year Ending June 30, 1970 

Current operating expenditures: 

Instruction: 

General $1,401,600 

Vocational training 1 12,000 

Pupil service: 

Bus transportation S 36,300 

School lunches 51.700 

Attendance and health service 

Administration 

Operation and maintenance of 

plant 

Pensions, insurance, etc 

Total current operating 

expenditures $2,023,600 

Other expenditures: 

Capital outlays from revenues $ 75,000 

Debt service (annual installment 

and interest on long-term debt) 1 50,000 

Total other expenditures 225,000 

Total Budgeted Expenditures $2,248,600 


$1,513,600 

88.000 

14.000 

46.000 

208,000 
1 54,000 


The following data arc available: 

(1) The estimated average daily school enrollment of the school district is 5,000 pupils, 
including 200 pupils enrolled in a vocational training program. 

(2) Estimated revenues include equalizing grants-in-aid from the state of S 1 50 per pupil. 
The grants were established by state law under a plan intended to encourage raising 
the level of education. 

(3) The federal government matches 60 percent of state grants-in-aid for pupils enrolled 
in a vocational training program. In addition the federal government contributes 
towards the cost of bus transportation and school lunches a maximum of $12 per 
pupil based on total enrollment within the school district but not to exceed 6% 
percent of the state pcr-pupil equalization grants-in-aid. 

(4) Interest on temporary investment of school tax receipts and rents of school facilities 
are expected to be $7 5,000 and arc earmarked for special equipment acquisitions 
listed as Capital Outlays from Revenues in the budgeted expenditures. Cost of the 
special equipment acquisitions will be limited to the amount derived from these 
miscellaneous receipts. 

(5) The remaining funds needed to finance the budgeted expenditures of the school 
district arc to be raised from local taxation. An allowance of 9 percent of the local 
tax levy is necessary for possible tax abatements and losses. The assessed valuation 
of the property located within the school district is $80,000,000. 

Required: 

a) Prepare a schedule computing the estimated total funds to be obtained 
from local taxation for the ensuing school year ending June 30, 1970 
for the Victoria School District. 

/;) Prepare a schedule computing the estimated current operating cost per 
regular pupil and per vocational pupil to be met by local tax funds. 
Assume that costs other than instructional costs arc assignable on a per 
capita basis to regular and vocational students. 

c ) Without prejudice to your solution to part (a), assume that the esu- 
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mated total tax lew for the ensuinc school rear rtuiine bine JO, 19 70 
is S 1 , 092,000. Prepare a schedule computing the estimated tax rate per 
$100 of assessed valuation of the property within the Victoria School 
District. 

f AICPA. adapted) 

11. The following budget was proposed for 1969 for the Mohawk Valiev 
School District general fund: 


Fund balance, January 1. 1969 $128,000 

Revenues: 

Taxes 112,000 

Investment income 4,000 

Total $ 744 . IKK) 


Expenditures: 

Operating ... . $120,000 

County treasurer's fees 1.120 

Bond interest 50,000 

Fund balance, December 31, 1969 72,880 

Total $244,000 


A general obligation bond issue of the school district was proposed in 1968. 
The proceeds arc to be used for a new school. There arc no other out- 
standing bond issues. Information about the bond issue follows: 

Face S 1,000,000 

Interest rate 5% 

Bonds dated January 1, 1969 

Coupons mature January 1 and July 1, 

beginning July 1, 1969 

Bonds mature serially at $100,000 per year starting January 1, 1971. 

The school district uses a separate bank account for each fund. The 
general fund trial balance at December 31, 1968 follows: 



Debit 

Credit 

Cash 

.$ 28,000 


Temporary investments — U.S. 4% bonds, interest 

payable May 1 and November 1 

Fund balance 

. 100,000 

$ 128,000 


S 12 S .000 

$ 128,000 


The County 7 Treasurer will collect the taxes and charge a standard fee of 
1 percent on all collections. The transactions for 1969 were as follows: 

January 1 — The proposed budget was adopted; the general obligation bond issue was 
authorized, and the taxes were levied. 

February 28 — Tax receipts from Count) - Treasurer, $49,500, were deposited. 

April 1 — Bond issue was sold at 101 plus accrued interest. It was directed that the 
premium be used for payment of interest. 

April 2 — The school district disbursed $47,000 for new school site. 

April 3 — A contract for $950,000 for the new school was approved. 

May 1 — Interest was received on temporary investments. 

July 1 — Interest was paid on bonds. 

August 3 1 — Tax receipts from Count) - Treasurer, $59,400 were deposited. 

November 1 — Payment on new school construction contract. $200,000, was made. 
December 31 — Operating expenses paid during year were $115,000. 
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Required: 

Prepare the formal journal entries to record the foregoing 1969 transac- 
tions in the following funds or groups of accounts, as explained in this 
chapter. 

a) General Fund. 

b) Capital Fund. 

r) General Fixed Assets. 
d) General Bonded Debt and Interest. 

Each journal entry should be dated the same as its related transaction as 
given above. Make the journal entries for each fund and group of ac- 
counts in a group by themselves. Explanations may be very brief, but 
should be pcrcisc. (Because certain transactions related to payment of 
interest arc plainly specified in the problem as pertaining to the general 
fund, a debt service fund cannot be used for the solution.) 

(AICPA, adapted) 
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Federal Government Accounting 


Although an accounting structure has been provided for the federal 
government of the United States of America by statutes since 1789, the 
development of the structure lagged far behind the growth in complexity 
of governmental operations. Occasional efforts of varying effectiveness 
were made during the first 160 years of the existence of the federal 
government to improve the usefulness of its accounting, budgeting, and 
financial reporting systems, but it was not until after the close of World 
War II that efforts appear to have been sustained over a significant period 
of time. The professional accounting consultants to the first and second 
Hoover Commissions generally arc given credit for giving direction to the 
effort. The views of these consultants as to the nature of accounting 
appropriate for governmental use were evidently colored by the recom- 
mendations of the National Committee on Governmental Accounting — 
the recommendations elaborated on in the first 16 chapters of this text — 
and were strongly influenced bv the use in private business of accrual 
accounting as an aid to financial management. For these reasons, this 
chapter is focused on the aspects of federal accounting which differ from 
the municipal accounting concepts explained in previous chapters. 

Accounting and auditing policies of the Congress 

The creation of the legal framework of the federal government is the 
prerogative of the Congress. The accounting and auditing policies of the 
Congress, therefore, are of fundamental importance to an understanding 
of federal accounting. The major policies are expressed in Public Law 784 
of the 81st Congress: 

Sec 111. It is the policy of the Congress in enacting this part that — 

(a) The accounting of the Government provide full disclosure of the re- 
sults of financial operations and adequate information needed in the manage- 
ment of operations and the formulation and execution of the Budget, and 
effective control over income, expenditures, funds, property, and other assets. 

(b) Full consideration be given to the needs and responsibilities of both the 
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legislative and executive branches in the establishment of accounting and re- 
porting systems and requirements. 

(c) The maintenance of accounting systems and the producing of financial 
reports with respect to the operations of executive agencies, including central 
facilities for bringing together and disclosing information on the results of the 
financial operations of the Government as a whole, be the responsibility of 
the executive branch. 

(cl) The auditing for the Government, conducted by the Comptroller Gen- 
eral of the United States as an agent of the Congress, be directed at determin- 
ing the extent to which accounting and related financial reporting fulfil] 
the purposes specified, financial transactions have been consummated in ac- 
cordance with laws, regulations or other legal requirements and adequate in- 
ternal financial control over operations is exercised, and afford an effective 
basis for the settlement of accounts of accountable officers. 

( e ) Emphasis be placed on effecting orderly improvements resulting in sim- 
plified and more effective accounting, financial reporting, budgeting, and 
auditing requirements and procedures and on the elimination of those which 
involve duplication or which do not serve a purpose commensurate with the 
costs involved. 

(f) The Comptroller General of the United States, the Secretary of the 
Treasury, and the Director of the Bureau of the Budget conduct a continuous 
program for the improvement of accounting and financial reporting in the 
Government. 

The Comptroller General, the Secretary of the Treasury, and the 
Director of the Bureau of the Budget initiated a program for the improve- 
ment of accounting and financial reporting in 1947, even before the 
Congress officially expressed its desire that the three officials do so. Con- 
sistent with developments in thought concerning the role of accounting in 
business management, the program was rapidly broadened in scope until it 
is now known as the “Joint Financial Management Improvement Pro- 
gram.” Since 1966 the Chairman of the Civil Sendee Commission has 
participated in this program in recognition of the critical problems of 
recruiting, classifying, and training people engaged in accounting and 
other financial management work. 

A joint program involving the Comptroller General, the Secretary of 
the Treasury, and the Director of the Bureau of the Budget is necessary 
because the Congress has divided responsibility for accounting and for 
financial management in the federal government among not only these 
three individuals but also the heads of the multitude of civilian and 
military agencies in the executive branch of the government. The nature 
of the principal responsibilities, and their interrelationships, is explained in 
brief in the following sections. 

Comptroller General. The Comptroller General of the United States 
is the head of the General Accounting Office, an agency of the legislative 
branch of the government. He is appointed by the President with the 
advice and consent of the Senate for a term of office of 15 years. Under 
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current law the Comptroller General is responsible for prescribing the 
principles, standards, and related requirements tn he observed bv each 
executive agency in the development of its accounting svstem. "I'hc prin- 
ciples, standards, and requirements prescribed bv the Comptroller General 
must be consistent with the policies of the Congress quoted in the preced- 
ing section and should be reasonably related to generally accepted princi- 
ples of accounting as espoused by the profession. 

The General Accounting O/Ticc has the statutory duty of cooperating 
with executive agencies in the development of their accounting systems, 
and cooperating with the Treasury Department in the development of the 
system of central accounting and reporting. The agency accounting sys- 
tem and the Treasury centralized accounts arc to he approved by the 
Comptroller General when deemed by him to be adequate and in con- 
formity with the principles, standards, and related requirements pre- 
scribed by him. The Comptroller General also has the authority to 
prescribe forms, systems, and procedures for the administrative appropria- 
tion and fund accounting systems of the agencies. 

Just as the appropriational authorin' of municipalities and state govern- 
ments rests in their legislative bodies, the appropriational authority of the 
federal government rests in the Congress. The Congress is, therefore, 
interested in determining that financial and budgetary reports from execu- 
tive, judicial, and legislative agencies arc reliable; that agency financial 
management is intelligent efficient, and economical; and that legal re- 
quirements have been met by the agencies. Under the assumption that the 
reports of an independent audit agency would aid in satisfying these 
interests of the Congress, the Genera] Accounting Office was created as 
the audit agency of the Congress itself. In addition to reporting to the 
Congress the results of its audits, the General Accounting: Office is di- 
rectcd by law to review agency accounting systems and make such 
reports thereon to the Congress as the Comptroller General deems neces- 
sary. 

Secretary of the Treasury. The Secretary of the Treasury is the head 
of the Department of the Treasury, a part of the executive branch of the 
federal government. The Secretary of the Treasury is a member of the 
Cabinet of the President, appointed by the President with the advice and 
consent of the Senate to serve an indefinite term of office. The Depart- 
ment of the Treasury- was created in 1789 to receive, keep, and disburse 
monies of the United States, and to account for them. From the begin- 
ning, the word “receive” was construed as “collect,” and the Internal 
Revenue Service, Bureau of Customs, and other agencies active in the 
enforcement of the collection of revenues due the federal government are 
parts of the Treasury Department, as are the Bureau of the Mint, Bureau 
of Engraving and Printing. Bureau of Public Debt, Office of Treasurer of 
the United States, and the Bureau of Accounts. The latter two are of most 
concern in this chapter. 
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The Secretary of the Treasury is responsible for the preparation of 
“such reports for the information of the President, the Congress, and the 
public as will present the results of die financial operations of the Govern- 
ment” (Sec. 114, PL 784, 81st Congress). An additional responsibility of 
the Secretary of the Treasury is the maintenance of a system of central 
accounts to provide a basis for consolidation of the accounts of the 
various executive agencies with those of the Treasury Department. 

Statutes provide that the reports of the Secretary of the Treasury shall 
include financial data needed by the Bureau of the Budget, and that the 
Treasury Department's system of central accounting and reporting shall 
be consistent with the principles, standards, and related requirements 
established bv the Comptroller General. 

Director of the Bureau of the Budget. The Director of the Bureau of 
the Budget is appointed by the President without Senate confirmation 
because he is a member of the President’s staff, not a Cabinet officer. 
Accordingly, the Bureau of the Budget is a part of the Executive Office of 
the President. As the direct representative of the President with the 
authority to control the size and nature of appropriations requested of 
each Congress, it is obvious that the Director of the Bureau of the Budget 
is an extremely powerful figure in the federal government. 

The Congress requires the following with respect to the Budget (Sec. 
102, PL 784, 81st Congress): 

Sec. 102. (a) Section 201 of such Act [the Budget and Accounting Act 

of 1921] is amended to read as follows: 

“Sec. 201. The President shall transmit to Congress during the first fifteen 
days of each regular session, the Budget, which shall set forth his Budget 
message, summary data and text, and supporting detail. The budget shall set 
forth in such form and detail as the President mav determine — 

“(a) functions and activities of the Government; 

“(b) any other desirable classifications of data; 

“(c) a reconciliation of the summary data on expenditures with proposed 
appropriations; 

“(d) estimated expenditures and proposed appropriations necessary in his 
judgement for the support of the Government for the ensuing fiscal year, 
except that estimated expenditures and proposed appropriations for such year 
for the legislative branch of the Government and the Supreme Court of the 
United States shall be transmitted to the President on or before October 15 
of each year, and shall be included by him in the Budget without revision; 

“(e) estimated receipts of the Government during the ensuing fiscal year, 
under (1) laws existing at the time the Budget is transmitted and also (2) under 
the revenue proposals, if any, contained in the Budget; 

“(f) actual appropriations, expenditures, and receipts of the Government 
during the last completed fiscal year; 

“(g) estimated expenditures and receipts, and actual or proposed appropria- 
tions of the Government during the fiscal year in progress; 

“(h) balanced statements of (1) the condition of the Treasury at the end 
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of the Inst completed fiscal year, (2) the estimated condition of the Treasury 
nt the end of the fiscal year in progress, and (3) the estimated condition of 
the Treasury nt the end of the ensuing fiscal year if the financial proposals 
contained in the Budget arc adopted; 

"(i) all essential facts regarding the bonded and other indebtedness of the 
Government; and 

“(j) such other financial statements and data ns in his opinion arc necessary 
or desirable in order to make known in all practicable detail the financial con- 
dition of the Government.” 

It should be noted that the congressional requirements for the budget, 
listed above, have a number of accounting implications in addition to the 
explicit historical comparisons which necessitate cooperation among the 
Bureau of the Budget, Treasury Department, and General Accounting 
Office. Implicit in the requirements for projections of revenues and re- 
ceipts is the mandate that the Bureau of the Budget coordinate closelv 
with the Council of Economic Advisers in the use of macroeconomic and 
macroaccounting forecasts. iMacroaccounting is beyond the scope of this 
text, yet the subject is of great, and increasing, importance in the financial 
management of the federal government; and the reader who desires an 
understanding of federal financial policies and their integration with polit- 
ical, social, and economic policies should be knowledgeable in the macro- 
economic and macroaccounting areas. 

The Bureau of the Budget is not only concerned with preparation and 
submission of the budget; it is also directed by the Congress “to evaluate 
and develop improved plans for the organization, coordination, and man- 
agement of the executive branch of the Government with a view to 
efficient and economical service" (Sec. 104, PL 784, 81st Congress). One 
important device utilized by the Bureau of the Budget in its effort to 
improve management of executive agencies, and to relate this effort to 
justifications for appropriations requested of the Congress, has been the 
adoption of the business concept of relating budgeted expenditures to 
planned activities in a meaningful manner. This concept, known in the 
federal government as the Planning-Programming-Budgeting System, 
usually shortened to PPBS, was required of all executive agencies by 
Presidential memorandum in May, 1966. The ability to present a provable 
relationship lies in the development of agency cost accounting as well as 
agency appropriation accounting. 

Accounting principles in the federal government 

The accounting principles and standards prescribed by the Comptroller 
General of the United States are summarized in the General Accounting 
Office Manual for Guidance of Federal Agencies. The manual emphasizes 
that the Treasury Department and the Bureau of the Budget participated 
in the development of die statement of accounting principles and stand- 
ards; it also emphasizes that the responsibility for establishing and main- 
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taming adequate systems of accounting and control is placed bv statute 
upon the head of each executive agency. 

The fundamental purposes which should underlie the accounting of 
each federal agency, according to the manual (Title 2, Section 6), are: 

1. To provide information necessary for effective and economical manage- 
ment of its operations and the resources entrusted to it. 

2. To enable the management to report on the discharge of its responsibili- 
ties for the resources and operations for which it is accountable. 

The General Accounting Office manual stresses the role of accounting 
in agency management and the need for cost accounting by responsibility 
centers in support of the Planning-Programming-Budgeting System pre- 
scribed by the President for executive agencies. The necessity for the 
accounting system to promote compliance with the law- is, of course, also 
emphasized, but this is placed in the perspective that legal requirements 
will be met most successfully through good management, rather than 
through formal record keeping. The logic of this position is that costs arc 
the results of management decisions, and informal decisions as to plans for 
future expenditures are likely to be more important than actions which 
can at once be reduced to conventional documents such as contracts and 
purchase orders. 

Fund accounting, in a broad sense, is required in the federal govern- 
ment to evidence agency compliance with requirements of existing legisla- 
tion. One of the most important acts which causes federal agencies to 
adhere to fund accounting concepts is the “Antideficiency Act” (Section 
3679 of the Revised Statutes). The principal purposes of this act are to 
prevent the incurring of obligations or the making of expenditures which 
would create deficiencies in appropriations, to fix responsibility within an 
agenev for excess obligations and expenditures, and to assist in bringing 
about the most effective and economical use of appropriations and funds. 
(Title 2, Subsection 10.1, GAO manual.) 

Two general types of funds are found in federal government account- 
ing: (1) those used to account for resources derived from the general 
taxing and revenue powers or from business operations of the govern- 
ment. and (2) those used to account for resources held and managed by 
the government in the capacity of custodian or trustee. Subsection 1 1.3 of 
the GAO manual provides the following elaboration of the two gen- 
eral types: 

1. Funds derived from general taxing and revenue powers and from business 

operations. 

A. General fund. 

B. Special funds. 

C. Revolving funds. 

D. Management funds. 
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2. Funds held by the government in the capacity of cmrndian or trustee, 

A. Trust funds. 

B. Deposit funds. 

General fund. In federal government mage, general fund account 
consist of receipt accounts, used to account for collections which arc not 
dedicated to specific purposes; and expenditure accounts, used "to record 
financial transactions arising under congressional appropriations or other 
authorizations to spend general revenues.” (Subsection II. 3, GAO man- 
ual.) 

Strictlv speaking there is only one general fund in the entire federal 
government. The Bureau of Accounts of the Treasury Department ac- 
counts for the centralized cash balances (the cash is under the control of 
the Treasurer of the United States; cash accounts subsidiary to those of 
the Bureau of Accounts arc maintained by the Treasurer), the appropria- 
tions control accounts, and unappropriated balances. On the books of an 
agency each appropriation is treated as a fund with its own self-balancing 
group of accounts; these agency “funds” arc subdivisions of ibe general 
fund. The interrelationships of agency and Treasury accounts arc il- 
lustrated in a subsequent section of this chapter. 

Special funds. Receipts and expenditure accounts which arc estab- 
lished to account for receipts of the government which are earmarked by 
law for a specific purpose, but which are not generated from a cycle of 
operations for which there is continuing authority to reuse such receipts 
(as is true for revolving funds), arc classified as “special fund accounts” in 
federal usage. The term and its definition are very close to that of the 
classification “special revenue funds” used in municipal accounting. 

Revolving funds. Funds which arc established bv law “to finance a 
continuing cycle of operations, with receipts derived from such opera- 
tions available in their entirety for use bv the fund without further action 
by the Congress” (quite similar to the type of municipal fund discussed in 
the chapter on intragovcmmental service funds) are in the “revolving 
fund” category, as are funds established to facilitate accounting for and 
administration of intragovernmental operations which are financed by 
two or more appropriations of an agency. 

Management funds. Management funds are combined receipt and 
expenditure accounts established by law to facilitate accounting for and 
administration of intragovernmental operations of an agency. 

T rust funds. Trust funds are established to account for receipts which 
are held in trust for use in carrying out specific purposes and programs in 
accordance with agreement or statute. In distinction to revolving funds 
and special funds, the assets of trust funds are frequently held over a 
period of time and may be invested in order to produce revenue. For 
example, the assets of the Federal Old Age and Survivors Insurance Trust 
Fund is invested in United States bonds. 

The corpus of some trust funds is used in business-type operations. In 
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such a case rhe fund is called a “trust revolving fund.” In general, the 
discussion of trust funds in Chapter 8 is applicable in principle to federal 
trust funds. 

Deposit ftmds. Combined receipt and expenditure accounts established 
to account for receipts held in suspense temporarily and later refunded or 
paid to some other fund, or receipts held by the government as a banker 
or agent for others and paid out at the discretion of the owner, arc 
classified within the federal government as “deposit fund accounts.” They 

are similar in nature to the “agency funds” established for municipalities. 

c 

Definition of terms 

Certain terms are used in the federal government in place of those used 
in municipal accounting, or in slightly different senses. For example: 1 

Accrued Expenditures is a term peculiar to the federal government. It 
is defined as: charges incurred for goods and services received and other 
assets acquired, whether or not payment has been made and whether or 
not invoices have been received. 

Obligation. Specific requirements are set forth in Section 1311 of the 
Supplemental Appropriation Act (31 U.S.C. 200) for the documentation 
and recording of obligations, and the Bureau of the Budget has issued 
detailed instructions distinguishing between “obligations incurred” and 
“accrued expenditures”; but for the purposes of this text, it is sufficient to 
state that “obligations” relate to goods and services ordered, “accrued 
expenditures” relate to goods and services received, and “costs” measure 
goods and sendees consumed or applied. Thus, the term “obligation” in 
federal usage replaces the term “encumbrance” used in municipal ac- 
counting. 

Apportionment. Appropriations authorized by the Congress often arc 
not released in their entirety to the agencies by the Bureau of the Budget, 
but are apportioned or reserved (see below). An “apportionment” is the 
amount made available by the Bureau of the Budget to an agency for 
\ obligation or expenditure for specified time periods, activities, functions, 
0 projects, objects, or combinations therof. 

Reserve. A budgetary “reserve” differs from an apportionment in that 
a reserve is a portion of an appropriation set aside by the Bureau of the 
Budget because of (a) savings made possible by changes in requirements, 
greater efficiency of operations, or other developments subsequent to the 
date on which the authorization was made; or (b) contingencies. 

Allocation. An amount set aside by an agency in a separate appropria- 
tion or fund account for the use of another agency in carrying out the 
purpose of an appropriation is called an “allocation.” 

Allotment. In contrast with the municipal usage of the term, an 
“allotment” in the federal government is 3n authorization by the head of 

1 All definitions in this section arc taken from Bureau of the Budget Circular 
A-34, Sec. 21. 
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an agency ro his subordinates in incur obligations within a specified 
amount, pursuant to apportionment made to the agenev bv the Bureau of 
the Budget of an appropriation made by tiic Congress, 

Federal account structure 

The account structure appropriate to the funds used in federal govern- 
ment accounting has been established bv the Comptroller General as: 

Accounts for assets. 

Accounts for liabilities. 

Accounts for investment of the U.S, government. 

Accounts for investment of others (if applicable). 

Accounts for revenues and costs. 

The first four of the categories arc balance sheet accounts, as is true in 
any branch of accounting; nominal accounts arc grouped in the fifth 
category. The following sections of this chapter illustrate the essential 
features of the basic account structure of the federal government. 

Federal agency balance sheet accounts 

The balance sheet of a hypothetical nonbusincss-typc federal agency as 
of the first day of the current fiscal year is shown in Illustration 19-1. 
Consistent with instructional material used within the federal government, 
the current fiscal year is denoted 19CY; the immediately prior fiscal year, 
19PY; and the fiscal year immediately following the current one, 19BY. 
The fiscal year in the United States government is the 12-month period 
from July 1 through the following June 30. 

Some significant differences between Illustration 19-1 and balance 
sheets of municipalities arc obvious at first glance. First, although this 
federal agency is not a business-type operation, fixed assets as well as 

Illustration 19-1 

FEDERAL AGENCY 

Balance Sheet 
July I, 19CY 

Liabilities and Investment of 


Assets 


the U.S. Government 


Current Assets: 


Current Liabilities: 


Fund balances with 


Accounts parable 

.5 275,000 

U.S. Treasury — 19PY 

.5 675,000 



Inventories 

610.000 



Total Current Assets 

,$I,2S5,000 

Total Current Liabilities 

.$ 275.000 

Fixed Assets: 


Unliquidated obligations — 19PY 

400,000 

Equipment St ,000,000 


Investment of the U.S. govern- 


Less : Accumulated 


ment 

, 3.010,000 

depreciation 600,000 


Total Liabilities and In- 


Total Fixed Assets 

. 2.400.000 

vestment of U.S. Gov- 


Total Assets... 

53.6SJ.OOO 

eminent 

S3.6S5.000 
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current assets are accounted for in a single self-balancing group of ac- 
counts. Not onlv are fixed assets included, but depreciation is charged — a 
situation not approved of for municipalities by the National Committee 
on Governmental Accounting. Within the federal government, however, 
the Comptroller General has consistently taken the position that the 
principles of accrual accounting arc applicable in nonbusiness-type 
agencies as well as business-type agencies. Since the concept of deprecia- 
tion is fundamental to accrual accounting, the Comptroller General has 
said (GAO manual, Title 2, Subsection 12.5h): 

Procedures shall be adopted by each agency to account for depreciation 
(or amortization of cost) of capital assets whenever a periodic determination 
of the cost of all resources consumed in performing services is needed. The 
principal circumstances in which such information is needed include the 
following: 

1. The financial results of operations in terms of costs of performance in 
relation to revenues earned, if any, are to be fully disclosed in financial 
reports. 

2. Amounts to be collected in reimbursement for services performed are to 
be determined on the basis of the full cost of performance pursuant to legal 
requirements or administrative policy. 

Another circumstance requiring consideration, where the investment in 
fixed property assets used is substantial, is the need to assemble total costs to 
assist management and other officials in making cost comparisons, evaluating 
performance, and devising future plans. 

A second significant difference between federal government balance 
sheets and municipal balance sheets lies in the equity section. The “Fund 
Balance” account of a municipal general fund represents the net liquid 
assets available for appropriation and expenditure. The “Investment of the 
U.S. Government” account of a federal agency represents the net assets 
of the agency acquired from prior appropriations. It is true that the net 
assets of the federal agency arc available for use by the agency, but they 
arc not necessarily liquid. 

A third difference between Illustration 19-1 and a municipal general 
fund balance sheet is related to the difference in equity accounts. The 
agency in Illustration 19-1 has inventories which amount to approxi- 
mately one sixth of total assets. In a municipality such sizable invento- 
ries would ordinarily be accounted for in a separate fund; at a minimum, a 
Reserve for Inventories would be created by a charge to Fund Balance 
equal in amount to the inventory carrying value. No such segregation 
was made in the Investment of the U.S. Government account of the 
federal agency, because the objective of the federal agency accounting 
system is an accrual accounting portrayal, not a liquidity accounting 
portrayal. 

A final difference, other than purely terminological ones, which may 
be noted between the balance sheet of the federal agency and one for a 
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municipality is the tne of the current asset account title "Fund Balances 
with U.S. Treasury" instead of the more familiar title. "Cash." A federal 
agency, typically, does not have a hank account, as a municipriitv or a 
privately owned business would; rather, it has a claim against the United 
States Treasury. The relationships amontr ngenev accounts and Treasury 
accounts arc illustrated below. 

Illustrative transactions and entries 

1. If the agency whose July 1, I9CY balance sheet is presented in Illustra- 
tion 19-1 receives from the Congress a one-year appropriation for $2,500,009, 
the Treasury Bureau of Accounts would prepare a formal notice to the 
agency after the appropriation act has been signed by the President and the 
following entries would be made; 

Agency accounts: 


Fund Balances with U.S. Treasury — 19CY 2,500,000 

Unapportioned Appropriation — 19CY 2,500,000 

Bureau of Accounts: 

Fund Balances with U.S. Treasury — 19CY (agency) 2.500,000 

Undisbursed Appropriations and Funds (agency) .... 2,500.000 


Treasurer of the United States: 

No entry necessary. 

2. When the Bureau of the Budget approves the quarterly apportionments, 
the agency would be notified. Assuming that, in the ease illustrated, the 
Bureau of the Budget approved apportionments of $600,000 for each quarter 
and reserved $100,000 (see definition of reserve above), the agency* would re- 
cord the apportionments: 

Agency accounts: 


Unapportioned Appropriation — 190* 2.400,000 

Unallotted Apportionments — 19CY 2,400.000 


3. If, upon notification of the apportionments, the agency head allotted the 
entire first-quarter apportionment, the event would be recorded in the agency 
accounts only, in the following manner: 

Agency accounts: 


Unallotted Apportionments — 19CY 600,000 

Unobligated Allotments — 19CY 600,000 


AJ1 three entries — for the annual appropriation, the apportionments by the 
Bureau of the Budget, and for the first-quarter allotment — would be made as 
of July 1, the first day of the current fiscal year, although in some years the 
appropriation bill may not have been actually enacted by that date. The 
substance of the three entries is that agency managers have new obligational 
authority totaling $600,000 for the operations of the first quarter, and so must 
manage the activities of the agency accordingly, even though the Congress did 
appropriate $2,500,000 for the year. 

4. Operations of the agency during the first quarter are accounted for in 
the following entries: 
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n) Goods were ordered in the amount of $82,000, utilities and other fixed 
expenses for July were estimated as $10,000, payroll and fringe benefits 
for July were estimated as $108,000. Obligations were recorded for all 
commitments. 

Agency accounts: 


Unobligated A llomtcnts — 1 9C Y 200,000 

Unliquidated Obligations — 19CY 200,000 


b) Accounts payable as of July 1 arc paid by checks drawn on the Treasurer 
of the United States. Check's drawn arc reported to the Bureau of Accounts, 
which then records the expenditures and credits “Checks Outstanding.” 
The Treasurer enters the check when it is paid, and reports to the 
Bureau of Accounts checks paid, so that Checks Outstanding may be 
debited and Cash — Treasurer of the U.S. credited. The entries shown be- 
low give the net effect on the books of the Bureau of Accounts. 

Agency accounts: 


Accounts Payable 275,000 

Fund Balances with U.S. Treasury — I9PY 275,000 

Bureau of Accounts: 

Expenditures — General and Special Funds — 19PY 275,000 

Cash — Treasurer of the U.S 275,000 

Treasurer of the United States: 

Checks Paid 275,000 

Cash in Bank 275,000 


c) Goods and equipment ordered in 19PY, and shown as Unliquidated Obli- 
gations — 19PY in Illustration 19-1, arc received in 19CY and the liability 
is recorded. Note that two entries arc required in the agency accounts: 
an entry to record the liquidation of the obligations and consequent ex- 
penditure of the prior year appropriation, and an entry to record assets 
acquired and liabilities incurred. The assumed analysis of the $400,000 
unliquidated obligations is shown in the entry illustrated below: 

Agency acounts: 


Unliquidated Obligations — 19PY 400,000 

Expended Appropriation — 19PY 400,000 

Inventories 1 50,000 

Equipment 250,000 

Accounts Payable 400,000 


d) Payrolls for the first four weeks of the month were vouchcred for payment 
in the amount of $59,000 for Department 1 of the agency, and $40,000 for 
Department 2. Utilities and fixed expenses in the amount of $10,000 were 
also vouchcrcd for payment; S4,00Q of this applied to activities of Depart- 
ment 1 and $6,000 to Department 2. Because the agency needs to relate 
costs to activities for managerial purposes, as well as to meet the require- 
ments of the Bureau of the Budget and the Comptroller General, the 
agency is departmentalized according to activities performed. Costs arc 
accumulated dcpartmcntally at the time they become certain in amount, 
rather than the time they arc estimated. 



19 — Federal government Recounting 607 


Agency accounts: 


Unliquidated Obligations — I9CY 

Expended A ppropriation — 1 9CY 

. . 109.000 

lOO'tno 

Department 1 

Department 2 

Accounts Payable 

. . 63,000 
. . 46.000 

109,000 

c) Materials used in the activities of Departments 
$120,000 and $05,000, respectively. 

Agency accounts: 

1 and 2 

amounted to 

Department 1 

Department 2 

Inventories 

. . 120,000 
. . 85,000 

205,000 

f ) Accounts payable in the amount of $460,000 were paid; $400,000 of tins 
related to goods and equipment ordered in 19PY and received in 19CY (sec 
transaction c), therefore it is chargeable against 19PY Fund Balances with 
U.S. Treasury; the remaining $60,000 of payments relate to the payroll for 
the first two weeks of the month (S50,000) and utilities and fixed ex- 
penses, $10,000. 

Agency accounts: 

Accounts Payable 

Fund balances with U.S. Treasury — 19PY 

Fund balances with U.S. Treasury — 19CY 

. .460,000 

400,000 

60,000 

Bureau of Accounts: 



Expenditures — General and Special Funds — 19PY 

Expenditures — General and Special Funds — 19CY 

Cash — Treasurer of the U.S 

. . .400.000 
. .. 60,000 

460,000 

Treasurer of the United States (when checks arc presented): 


Checks Paid 

Cash in bank 

. .460,000 

460,000 


g) In order to prepare accrual based financial statements for the month, the 
following items were taken into account: ( 1 ) Payroll for the last three days 
of the month, $5,000 for Department 1, and S4,000 for Department 2. 
(2) Invoices or receiving reports for goods received, but for which vouch- 
ers have not yet been prepared, $35,000; distributable to Department 1, 
$6,000; Department 2, $6,000; and Inventory, $23,000. (3) Depreciation of 
equipment, $25,000; $16,000 chargeable to Department 1, and $9,000 charge- 
able to Department 2. 

Because the obligations for the items in parts (1) and (2) have become 
certain in amount and the relevant departmental cost accounts or in- 
ventory account can be charged, the amounts should be shown in financial 
statements as Accounts Payable, not as Unliquidated Obligations. It is 
customary to record the entry for the liquidation of the obligation and 
expenditure of the appropriation at this time even though no voucher is as 
yet prepared. Inasmuch as depreciation [part(3)] is not an expense charge- 
able against the appropriation, the accrual of depreciation expense does nor 
affect any of the appropriation, apportionment, allotment, or obligation 
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accounts, but is recorded as in commercial accounting, by a debit to 
the departmental expense accounts and a credit to the Accumulated De- 
preciation account. 

Agency accounts: 


Department 1 27,000 

Department 2 19,000 

Inventory 23,000 

Accounts Payable 44,000 

Accumulated Depreciation — Equipment 25,000 

Unliquidated Obligations — 1 9CY 44,000 

Expended Appropriation — 19CY ^4,000 


b ) In addition to the adjusting entries, illustrated above, closing entries should 
be made to facilitate the preparation of accrual based financial statements. 
(For montlily statements the following entries ordinarily are made only 
in worksheet form). The only accounts of the hypothetical federal agency 
which should be closed are the two Expended Appropriation accounts, 
which represent additions to the equity account, Investment of the U.S. 
Government; and the departmental cost accounts, which represent de- 
creases in the equity account. 

Agency accounts: 


Expended Appropriation — 1 9PY 400,000 

Expended Appropriation — 19CY 153,000 

Investment of the U.S. Government 553,000 

Investment of the U.S. Government 360,000 

Department 1 210,000 

Department 2 150,000 


Month-end financial statements 

After all the entries illustrated above have been made, the federal 
agency balance sheet for July 31, 19CY shown in Illustration 19-2 can be 
prepared. 

In Illustration 19-1 it was assumed that all of the 19PY appropriation 
had been apportioned, allotted, and obligated; this assumption was made at 
that point in order to focus the attention of the reader upon major 
differences between balance sheets for federal agencies and those for 
municipalities. The assumption was realistic, however, because the 
agency’s authority to obligate a one-year appropriation expires at the end 
of the year for which the appropriation was made. Fund Balances with the 
U.S. Treasury pertaining to a one-year appropriation remain available for 
payment of liabilities and obligations incurred under that appropriation for 
a limited period of time; unneeded balances should be returned to the 
general fund control promptly without waiting for expiration of the 
time-limit. 

All accounts relating to the unexpended appropriation for the federal 
agency for 19CY are net worth accounts, and arc, for that reason, 
grouped in Illustration 19-2. The appropriations for 19PY and 190 
expended in July, 19CY, arc also net worth, or equity, in character, but 
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Illustration 19-2 

Ft'Dl'KAL AGENCY 


Italancc Shret 
July 31. 10CY 

A arts 

Current Assets: 

Fund balances with U.S. Treasury — luC.Y . . . 5 2.440.000 

Inventories .... <7S.noo 

Total Current Assets Sl.OIS.ono 

Fixed Assets: 

Equipment S 3,250,000 

1. css: Accumulated depreciation. . . 62LOOO 

Total Fixed Assets 2.625,000 

Total Assets S’.MhOOO 


Liabilities, Appropriations, and Investment of the L'.S. Government 
Current Liabilities: 

Accounts payable S ot.000 

Total Current Liabilities S 93,000 

Appropriation accounts — 19CY: 

Unapportioned appropriation S 100.000 

Unallotted apportionments 1,500.000 

Unobligated allotments *300,000 

Unliquidated obligations . . 47,000 

Total Unexpended Appropriations — I9CY 2,347,000 

Investment of the U.S. Government 3,203.000 

Total Liabilities, Appropriations, and Invest- 
ment of the U.S. Government 55. 645.000 


differ from the unexpended appropriation in that the expenditure of 
appropriations lias resulted in the acquisition of net assets for the use of 
the federal agency. The expended appropriation accounts were, therefore, 
closed to the Investment of the U.S. Government account and arc a part 
of that balance in Illustration 19-2. It is customary to prepare a statement 
detailing the changes in the Investment of the U.S. Government account 
for the period; one form of this statement is shown as Illustration 19-3. 

In the example given, the federal agency received no fees, rents, inter- 
est, or other revenues; consequently, no statement of operations need be 

Illustration 19-3 

FEDERAL AGENCY 

Statement of Changes in the Investment of the United States Government 


for July, I9CY 

Investment of the U.S. Government, July 1, 19CY 53,010.000 

Add: Expended appropriation — 19PY S400.000 

Expended appropriation — 19CY 1 33,000 553,000 

Total 53.563.000 

Less: Cost of activities performed in July 360.000 

Investment of the U.S. Government, July 31, 19C\ 53.203.000 
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prepared. In order that agency operating management, and others inter- 
ested in the efficient operation of the agency, can be informed of the costs 
of agency activities performed in July, a Statement of Costs of Activities 
Performed, shown as Illustration 19-4, is prepared. It is assumed in this 
example that Department 1 performs one activity and that Department 2 
performs another, so that detailing the costs by departments shows the 
costs of performing activities. 

The costs of activities performed are reported in Illustration 19-4 on 
the accrual basis, and therefore represent the consumption during the 
period of goods and services in the performance of agency activities. 
Financial management of the agency is concerned also with reporting in 
the same manner as agency budgets were prepared, so that operating 


Illustration 19-4 


FEDERAL AGENCY 

Statement of Costs of Activities Performed 
for July, 19CY 


Department 1 : 

Salaries and wages $ 64,000 

Materials used 126,000 

Utilities and other expenses 4,000 

Depreciation 1 6,000 

Total Department 1 activity costs for July, I9CY. . . . 
Department 2 : 

Salaries and wages S 44,000 

Materials used 91,000 

Utilities and other expenses 6,000 

Depreciation 9,000 


Total Department 2 activity costs for July, 19CY. . . . 


Total Federal Agency Activity Costs for July, 19CY 


5210,000 


150.000 
5360,00 0 


results may be compared with planned results. If the budget of the agency 
is prepared on the obligation basis, reports should show amounts author- 
ized, total obligations incurred (subdivided between expenditures and 
unliquidated obligations) and the unobligated balance of each authoriza- 
tion. Expenditure data should be in terms of accrual accounting if inven- 
tories arc significant. That is, an expenditure should be recognized when 
goods are received by an agency or services are performed for the agency. 
In the continuing example of the federal agency, and in general, the 
accrued expenditure total is the same as the total expended appropriation 
figures by years. This relationship emphasizes that an expenditure is 
deemed to take place at the time goods or services are received, regardless 
of whether cash is disbursed. 

Accrued expenditures are related to obligations through the change m 
the balance of unliquidated obligations. For example, in the federal agency 
during July, goods and sendees ordered (obligations incurred) amounted 
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llltir.l/nlion 19-5 


Accrued expenditure* for July sttt/r-o 

Lex*: Expenditures for equipment 7 

Expenditures for salaries, trutrriils and other expenses $!'t;,ixv) 

Add : Inventories. July 1 r-'p/Koi 

Goods and services available for use S t: 1 .iKK) 

Less t Inventories, July II tjynno 

Goods and services used in July, exclusive of deprecia- 
tion $m.noo 

Add: Costs not charpealdc to appropriation— 

depreciation 2 L 0 O 0 

Cost of Activities Performed (Illustration 19-4) $ Jf-n.qno 


to $200,000; goods and services ordered before July and not yet received 
on July 1 (unliquidated obligations, July 1 ) totaled $400,000. Thus, a total 
of $(500,000 worth of goods and services had been ordered. At the end of 
July, $47,000 worth were still on order (unliquidated obligations, July 3). 
Therefore, $553,000 worth of goods and services were received in July 
(accrued expenditures). The relationship of accrued expenditures to costs 
of activities performed by the federal agency in July is shown in Illustra- 
tion 19-5. 

Control of obligations 

The journal entries illustrated earlier in this chapter arc based on the 
assumption that the agency prcvalidatcs its obligations. Prcvalidation im- 
plies that each proposed obligation be compared with the balance of 
Unobligated Allotments to determine that the balance is sufficient to allow 
the release of the proposed obligation. Thus, under a svstem of prcvalida- 
tion it is necessary to record in an obligation control register each obliga- 
tion document before it is released by the agency. A separate register 
should be kept for each appropriation. The register may be used as a book 
of original entrv; the total dollar amount of obligations recorded during a 
period is the amount to be debited to Unobligated Allotments and cred- 
ited to Unliquidated Obligations. It is reasonable, also, to record in the 
obligation control register the liquidation of each obligation, so that a 
listing of the obligations issued but not yet liquidated, as shown by the 
register, will agree in total with the balance of the Unliquidated Obliga- 
tions account. Thus the register, and the documents supporting it, serve as 
a subsidiary ledger. Illustration 19-6 shows one form of obligation control 
register which may be used. 

Since invoices received are not always exactly equal in amount to the 
related obligations documents it is necessary, in the system described, to 
record in the register adjustments to bring the estimated expenses into 
accord with the actual. If any obligation documents are canceled, the 
cancellation should also be recorded in the register to enable routine 
correction of the accounts. 
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Illustration 19-6 
FEDERAL AGENCY 


Obligation Control Register 
Appropriation 19CY 


Liquidation 

Obligation 

Explanation 

Debit Un- 
obligated 
Allotments 
Credit Un- 
liquidated 
Obligations 

Unobligated 

Allotment 

Balance 

Date 

Ref. J 

Date 

Ref. 



Julv 1 

AA-1 

1st Qr. Allotment 


$600,000 



July 2 

PO6601 

Purchases — XYZ Co. 

$ 48,000 

552,000 



July 2 

PO6602 

Purchases — ABE Co. 

54,000 

518,000 

July 23 

Vo. 663 

July 2 

EE 

Utilities and Fixed 







Exp. 

10,000 

508,000 

July 17 

Vo. 608 

July 2 

WP-1 

Payroll and P/R 







Taxes — July 

108,000 

400,000 


Prcvalidation of obligations, and the use of the obligation control 
register as a book of original entry, are not requirements of the Comptrol- 
ler General. In fact, in accord with the emphasis upon accounting as an 
aid to agency financial management, the Comptroller General, through 
the General Accounting Office, encourages agencies to simplify account- 
ing systems to the maximum extent practicable, consistent with good 
control and the reporting requirements of the Treasury and the Bureau of 
the Budget. One agency makes no use at all of the Unliquidated Obliga- 
tions account during an accounting period; all obligation documents arc 
recorded as credits to Accounts Payable. Whenever it is necessary to 
prepare financial statements, the documents which comprise the subsidi- 
ary ledger of Accounts Payable arc sorted into those for undelivered 
orders (Unliquidated Obligations) and those properly classifiable as Ac- 
counts Payable, and an adjusting journal entry is prepared so that the 
agency's financial statements arc on the same basis as those of other 
agencies. 

Statements of the Treasurer of the United States 

The Treasurer of the United States acts as a banker for the federal 
government, as is illustrated by the federal aeenev example discussed in 
preceding pages. The Treasurer issues a Daily Statement of the U.S. 
Treasury which reports total monetary assets and liabilities in the 1 rcas- 
urcr's account, the deposits in and withdrawals from the account, and the 
effect of the day’s operations on the public debt. A more detailed state- 
ment showing receipts and disbursements is published monthly, as is a 
detailed statement of public debt outstanding. The Treasurer also issues an 
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Treasury consolidates only cash asset and liability and cash operations 

accounts, on an historical basis. Agency accrual accounting information is 

used by the Bureau of the Budget as an aid to the President in planning and 

controlling the activities and programs of the executive agencies. 
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QUESTIONS 

1. What reasons, other than historical accident, might exist for the division of 
responsibility for federal financial management among the Comptroller 
General, die Director of the Bureau of the Budget, die Secretary of the 
Treasury, and the heads of executive agencies? 
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2. Describe concisely rhe role each of rhe follnwinc pi a; 5 in federal financial 
management: 

. 1 ) Director of the Bureau of the Budget. 
h) Secretary of rhe Treasury, 
r) Comptroller General. 

d) Chairman of the Civil Service Commission. 
c) Mead of an executive agency. 

3. What is the .significance of Public Law 784 of flic Slst Congress? 

4. Compare the degree of adherence to the basic concepts of accrual account- 
ing assumed in the principles prescribed by the Comptroller General with 
that degree of adherence assumed in the recommendations of the Nation d 
Committee on Governmental Accounting. 

5. What is the significance in federal financial management of the central 
accounts maintained by the Bureau of Accounts of the Department of the 
Treasury? 

6. What is the significance in federal financial management of the concept of 
obligations? 

7. What is the significance in federal financial management of the concept of 
cost? 

8. Compare and contrast the nature of the Investment of the U.S. Government 
account with that of the Fund Balance account used by municipalities. 

9. Distinguish between the terms, allotment, allocation, apportionment, and 
reserve, as used in the federal government. 


PROBLEMS 

1. The trial balance as of May 31, 19CY, of the Atomic Authority, an agency 
of the executive branch of the federal government, is shown below: 


Dr bit Credit 

Fund balances with U.S. Treasury S 1,581.449 

Inventories 941,314 

Plant and equipment 7.651,633 

Accumulated depreciation — plant and equipment. . $ 2,332,62S 

Construction work in progress JSI,S1S 

Accounts payable 327.437 

Advances from other federal agencies 43.JIS 

Unapportioned appropriations — I9C\ 300,000 

Unallotted apportionments — 19CY 150.000 

Unobligated allotments — 19CY 650.000 

Unliquidated obligations — 19CY 364,131 

Expended appropriations — 19CY 2,630.03S 

Investment of the U.S. government, 

July 1 , 19CY 6,547.000 

Production costs 1,502,496 

Development costs 50,. 343 

Research costs 2S6.S66 

Small program costs 91.S33 


SI 5.144.752 


SI 3.144,752 
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a) Prepare a balance sheet for the Atomic Authority, as of May 31, 19CY. 

b) Prepare a statement of changes in Investment of the U.S. government, 
for the period July 1-May 31, 19CY. 

c) If the amount of depreciation included in 19CY costs is $242,000 and no 
equipment was purchased, compute (1) total activity costs for the 11 
months ended May 31, (2) total accrued expenditures for that period. 
The July 1, 19CY, inventor)’ amounted to $457,814. 


2. The Illdiana Valley Commission was authorized by the Congress to start 

operations on July 1 of a certain year. 

a) Record the following transactions in general journal form, as they 
should appear in the accounts of the Illdiana Valley Commission. Use 
expense accounts named to describe the nature of each expense. 

(1) The Illdiana Valley Commission received official notice that the one-year ap- 
propriation passed by the Congress and signed by the President amounted to 
$6,000,000 for operating expenses. 

(2) The Bureau of the Budget notified the Commission of the following schedule of 
apportionments: first quarter, $2,000,000; second quarter; $1,500,000; third 
quarter, $1,250,000; and fourth quarter, $1,250,000. 

(3) The Illdiana Valley Commissioner allotted $1,000,000 for the first month's 
operations. 

(4) Obligations were recorded for salaries and fringe benefits, $370,000; furniture 
and equipment, S300,000; supplies, S250.000; rent and utilities, $50,000. 

(5) Payroll for the first two weeks in the amount of $150,000 was paid. 

(6) Invoices approved for payment totaled $390,000; of the total, $200,000 was for 
furniture and equipment, $150,000 for supplies, and S40,000 for rent. 

(7) Liability’ was recorded for the payroll for the second two weeks, $160,000; and 
for the FICA taxes for the four weeks, $31,000. 

(8) Invoices totaling $380,000 were paid. 

(9) Accruals recorded at month-end were: salaries $29,000, and utilities $10,000. 
Supplies costing $40,000 were used during the month. No depreciation is to be 
charged by this agency. 

(10) Necessary closing entries were prepared. 

b) Show in general journal form any entries that would be made for the 
above transactions by (1) the Bureau of Accounts of the Treasury, and 
(2) the Treasurer of the United States. 

c) Prepare a balance sheet for the Illdiana Valley Commission as of July 31. 

d) Prepare a statement of costs of activities performed in July. 


3. Compute the missing amount in the following list of accounts and prepare a 
balance sheet for the agency. 


Accounts Payable $ 287,941 

Accounts Receivable 46,498 

Accumulated Depreciation — Plant and Fquiprncnr 2,293,980 

Expended Appropriations 2,547,338 

Fund Balances with U.S. Treasury 1,204,549 

Inventories 845,297 

Investment of the U.S. Government ? 

Operating Costs 2,478,232 

Plant and Equipment 7,364,671 



620 Governmental accounting 

5. a) From the information tabulated on the opposite page, determine the 
June 30, 19CY balance of Undisbursed Appropriations, and the amount 
of this balance which is unobligated, for the organizations shown. 

b ) Which of the two agencies probably receives the larger no-year (or 
multiple-year) appropriation? Why? 

c) Which of the two agencies probably has the larger construction pro- 
gram? Why? 


Chapter 20 


Institutional Accounting: Hospitals 


In years gone by, many hospitals were operated with little regard for 
the precepts of good financial management: philanthropists could be 
relied upon to cover operating deficits and provide new buildings and 
equipment. Over the last three decades, the increasing difficulty of raising 
funds to cover deficits and building programs has forced the majority of 
hospitals to adopt a businesslike approach to the management of their 
financial resources. This change of attitude has forced a commensurate 
improvement in the quality of hospital accounting. A second important 
factor which has forced an improvement in hospital accounting over the 
last 30 years is the rapid growth in popularity of third-party payment 
plans, such as Blue Cross. Third-party payments are the source of well 
over half of the revenue of many hospitals. Third-party payors in many 
jurisdictions have required hospitals to utilize uniform accounting and 
statistical definitions and reports. The impact of Medicare is forcing those 
hospitals which had heretofore resisted change to adopt good financial 
management techniques. 

Leadership in the improvement of hospital accounting has been taken 
by the American Hospital Association and the Hospital Financial Man- 
agement Association. The former has provided accounting manuals for 
the use of its member hospitals and others. Although the systems pub- 
lished by the association have not been exactly fitted to hospitals of all 
classes, they have embodied general principles which, with adaptations 
and modifications, can be used by a majority of hospitals staffed with 
competent accounting personnel. The use of a uniform reporting system 
contributes to the efficiency of management because it permits dependable 
comparison of financial and operating statistics with those of other hospi- 
tals functioning under similar conditions. 

GENERAL OUTLINE OF HOSPITAL ACCOUNTING 

Accounting for hospitals bears some similarity to accounting for mu- 
nicipalities, in that the funds used are somewhat alike. Furthermore, 
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publicly supported hospitals may be required to operate budgetary ac- 
counts and to incorporate these in their accounting and reporting systems. 
Public support of hospitals may take the form of direct contributions or 
of payments on behalf of patients eligible for sendee at public expense, or 
both. In well-developed accounting systems for hospitals, major attention 
is given to provisions for measuring costs of sendees rendered. 

A distinguishing feature of hospital accounting systems is the large 
number of ancillary records which must be kept in support of the formal 
books of entry. In addition to the usual collection of check stubs, invoices, 
expense bills, employees’ earning records, insurance registers, etc., typical 
of modern business, hospitals must keep detailed records of patients. 
These must include exact information about the time of admission and 
discharge, and a detailed record, with supporting evidence wherever 
possible, of all chargeable services received by the patient during his stay, 
in addition to complete medical records for each patient. 

The chart of accounts recommended bv the American Hospital Asso- 
ciation follows the principles of fund accounting. The following funds are 
rccornmendcd: 


Opcratinv Tunc! Plant F und 

Specific Purple Fund Construction Fund 

Endowment Fund Other Funds 
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In years gone by, many hospitals were operated with little regard for 
the precepts of good financial management: philanthropists could be 
relied upon to cover operating deficits and provide new buildings and 
equipment. Over the last three decades, the increasing difficulty of raising 
funds to cover deficits and building programs has forced the majority of 
hospitals to adopt a businesslike approach to the management of their 
financial resources. This change of attitude has forced a commensurate 
improvement in the quality of hospital accounting. A second important 
factor which has forced an improvement in hospital accounting over the 
last 30 years is the rapid growth in popularity of third-part)’- payment 
plans, such as Blue Cross. Third-party payments are the source of well 
over half of the revenue of many hospitals. Third-party payors in many 
jurisdictions have required hospitals to utilize uniform accounting and 
statistical definitions and reports. The impact of Medicare is forcing those 
hospitals which had heretofore resisted change to adopt good financial 
management techniques. 

Leadership in the improvement of hospital accounting has been taken 
by the American Hospital Association and the Hospital Financial Man- 
agement Association. The former has provided accounting manuals for 
the use of its member hospitals and others. Although the systems pub- 
lished by the association have not been exactly fitted to hospitals of all 
classes, they have embodied general principles which, with adaptations 
and modifications, can be used by a majoritv of hospitals staffed with 
competent accounting personnel. The use of a uniform reporting system 
contributes to the efficiency of management because it permits dependable 
comparison of financial and operating statistics with those of other hospi- 
tals functioning under similar conditions. 

GENERAL OUTLINE OF HOSPITAL ACCOUNTING 

Accounting for hospitals bears some similarity to accounting for mu- 
nicipalities, in that the funds used are somewhat alike. Furthermore, 
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5 Construction Fund 
6-9 Other Funds 

The third digit of a balance sheet account number shows the account 
classification: 

0 Cash 

1 Investments 

2 Receivables 

3 Inventory 

4 Prepaid Expenses 

5 Land, Buildings, and Equipment 

6 Accumulated Depreciation 

7 Current Liabilities 

8 Noncurrent Liabilities 

9 Fund Balance 

The AHA does not prescribe the use of the two digits to the right of 
the decimal point in the case of balance sheet accounts, but illustrates their 
possible use. For example, account number 1 12 indicates an asset (1--); of 
the operating fund (-1-); specifically, receivables ( — 2). If a zero is used 
as a fourth digit to indicate inpatients, and a 1 is used as the fifth digit to 
indicate that the patients have been discharged from the hospital, the full 
account number would be 1 12.01. 

In order to promote effective financial management of hospital re- 
sources, the AHA chart for revenue and expense accounts is based upon 
the concepts of responsibility accounting. Accordingly, the second and 
third digits of the account numbers are used to indicate the organizational 
unit of the hospital which is responsible for the revenue or expense. Thus, 
since 30 indicates a pediatric nursing unit, the account number for revenue 
from the pediatric nursing unit would be 330, and the account for expense 
of the same unit xvould be 630. In the case of revenue accounts the fourth 
and fifth digits, the AHA suggests, might be used to indicate the type of 
patient, type of service, financial status, or type of accommodation. The 
fourth and fifth digits of an expense account number would be used to 
denote the nature of the expense. 

Since the AHA chart of accounts was prepared principally for use by 
nongovernmental hospitals, the omission of budgetary accounts is to be 
expected. However, the structure can be adapted to use by public hospi- 
tals. If a normal budget recorded in the accounts is not required, no 
material change in the chart is necessary. Should either the law or the 
policy of the hospital require the incorporation of budgetary transactions 
in the ledger, it may be accomplished by extension of the operating fund 
balance sheet section, although some of the budgetary accounts are not 
actually of the usual balance sheet classification. Specifically, there can be 
added, after balance sheet assets in the ledger, accounts for estimated 
revenues, encumbrances, and appropriation expenditures. After the operat- 
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in g fund liability accounts in the ledger may be added accounts for 
reserve for encumbrances, income, and appropriations. The location of 
budgetary accounts in the positions suggested for them is not entirely 
consistent with their classifications but is probably more convenient than 
any other which might be found. An alternative to this inconsistency is to 
cam* budgetary' accounts as an independent unit, using the main or 
proprietary ledger for administration and control purposes, and operating 
the budgetary unit on a memorandum basis to comply with legal require- 
ments. 

The bulk of entries for hospital transactions are of a more or less 
routine nature and need not be explained and illustrated here. Some special 
practices and situations characteristic of hospital accounting, however, are 
discussed below. 

Operating fund transactions 

Accounting for amounts due from patients presents somewhat more 
difficult}' than accounting- for receivables of a business firm. While pa- 
tients are in the hospital they, typically, receive m 2 nv sendees for which 
separate charges are made. A few of the patients will pay their entire 
account; large numbers will pay a portion and a third-party' will pay' the 
remainder. Each third-party payor has a different set of rules governing 
the manner in which it is to be billed and the amounts it will pay for 
various sendees. Accordingly, it is desirable for a hospital to keep a 
number of subsidiary ledgers of accounts receivable, such as “Patients In 
House,” “Private Pay Patients Discharged,” “Blue Cross Patients,” “.Medi- 
care Patients,” “Commercial Insurance Patients,” and ‘Welfare Patients.” 
No distinction benveen notes and open accounts is made in the ledger, 
although subsidian' records may be kept to show the analysis, if desired. 

A typical entry for recording a charge to patients’ receivables would be 
as follows: 


112 Inpatient Receivables — In House 500 

343 Revenue from Daily Patient Services — Psychiatric 500 


It is important to note that although a patient may be entitled to service 
at a reduced rate, he should be charged at the standard price for the 
sendees he receives. Adjustments to the net price are considered as deduc- 
tions from revenues, rather than as expenses. Deductions from revenue 
arise because of charity sendee, courtesy discounts to employ'ees or 
others, or adjustments resulting from contracts with third-party pay'ors. 
For example, assuming a total reduction of $35 because of contractual 
agreement, the following entry would be made: 

510 Contractual Adjustments 33 

1 12 Inpatient Receivables — Blue Cross 33 

According to long-standing hospital custom, the provision for bad 
debts is also classified as a revenue deduction, rather than as an operating 
expense. 
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Specific purpose fund transactions 

A specific purpose fund is used to account for assets received from an 
outside source, to finance a specific project; thus it is comparable with an 
unrestricted trust fund, as discussed in Chapter 8. 

As income is earned on specific purpose fund assets, it is to be recorded 
as an increase in the specific purpose fund balance. The fund exists, 
however, to support particular activities of the hospital; in recognition of 
this fact, the Fund Balance is to be debited and Due to Operating Fund 
credited, to indicate that cash in the amount of the income is to he 
transferred from the specific purpose fund to the operating fund. The 
corresponding entry in the operating fund accounts is a debit to Due from 
Specific Purpose Fund and a credit to Income Transfers from Specific 
Purpose Fund. 

It is possible that disbursements of specific purpose fund cash may he 
made for operating fund assets or expenses (or even for plant fund assets, 
if consistent with the terms of the donor of the specific purpose fund 
assets). Assuming $250 of specific purpose fund cash was disbursed for 
nursing education expenses, the following entries would be made: 

Specific Purpose Fund: 


229 Specific Purpose Fund Balance 250 

120 Specific Purpose Fund Cash 250 

Operating Fund: 

69 1 Diploma School of Nursing 250 

572 Income Transfers from Specific Purpose Fund 250 


It is also true that disbursements may be made from operating fund 
cash for purposes which arc ultimately to be covered by specific purpose 
fund income transfers. In such eases, the following entries should be made, 
assuming the same amounts and expenses as in the preceding example: 

Operating Fund: 


691 Diploma School of Nursing 250 

110 Operating Fund Cash 250 

(To record the disbursements.) 

112.90 Due from Specific Purpose Fund 250 

572 Income Transfers from Specific Purpose Fund 250 

(To record the receivable from the specific purpose fund.) 

1 10 Operating Fund Cash 250 

1 12.90 Due from Specific Purpose Fund 250 


(To record receipt of reimbursement from specific purpose fund.) 

Specific Purpose Fund: 


229 Specific Purpose Fund Balance 250 

227.90 Due to Operating Fund 

(To record disbursement by operating fund to be reimbursed.) 

227.90 Due to Operating Fund 250 

120 Speeilie Purpose Fund Cash 

(To record payment of liability to operating fund.) 
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Separate subaccounts should be maintained for the balance of each 
individual specific purpose fund. 

Endowment fund transactions 

The hospital endowment fund is used to account for donated assets, the 
principal of which must be retained intact. The income from hospital 
endowment fund assets is expendable as the donor directed — either for 
general operating purposes, or for named items or projects. Thus, the 
hospital endowment fund is a trust fund, as discussed in Chapter 8. The 
discussion in that chapter concerning the problems involved in distin- 
guishing between principal and income are relevant, also, to hospital 
endowment funds. 

In order to be able to show that the terms of each endowment have 
been complied with, it is desirable to keep records for each separate 
endowment. Ordinarily, such records may be in memorandum form, or 
may be kept as subsidiary accounts controlled by the balance sheet 
accounts provided for the Endowment Fund by the American Hospital 
Association manual. Asset accounts provided are cash, investments, and 
receivables. Donated securities and real estate are to be recorded in the 
endowment fund at fair market value at date of acquisition; investments 
purchased by the fund are to be recorded at cost. Separate accounts are 
provided for current liabilities and long-term liabilities; the latter consist 
mainly of mortgages outstanding against endowment fund real estate. The 
Endowment Fund Balance account is to be subdivided into two accounts: 
Endowment Fund Principal — Income Unrestricted, and Endowment 
Fund Principal — Income Restricted. 

In order to simplify portfolio management, obtain a greater degree of 
investment diversification for individual endowments, and reduce broker- 
age, taxes, and bookkeeping expense, it is desirable to pool the individual 
endowments for investment purposes. When investments are pooled, or 
merged, earnings, and gains and losses on sales, are allocated on the basis of 
the relative contributions of each fund to the pool. To insure an equitable 
division of earnings, gains, and losses, it is customary to revalue the assets 
of each endowment to their fair market value as of the time an endow- 
ment is brought into the pool or removed from the pool. 

The following entries illustrate recommended practices for accounting 
for investments of hospital endowment funds, both pooled and non- 
pooled. (Some transactions illustrated could affect one or more other 
funds in addition to those assumed in the examples.) 

Unpooled investments 

1. Forty thousand dollars, par value, of National Power Company 4 'A 
percent bonds are purchased at 10214 and accrued interest of $450: 

Endowment fund: 

Investments 41 ,000 

Cash in Bank — Unrestricted 


41.000 
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Operating Fund (or other fund designated to receive the income from this 
investment): 


Income Transfers from Endowment Fund 450 

Operating Fund Cash 450 


2. Semiannual interest of S900 is collected on the investment, and $25 of 
the premium is amortized: 

Endowment Fund: 


Cash In Bank — Unrestricted 25 

Investments 25 

Operating Fund: 

Operating Fund Cash 875 

Income Transfers from Endowment Fund 875 


From the above entries, it will be noted that amortization of premium on 
investments is a funded transaction; that is, to replace the amount of premium 
amortized in the principal fund, the operating fund supplies an equal amount 
of cash, thus relieving the endowment fund of a principal reduction which 
would result from a mere book entry. 

3. Twenty thousand dollars, par value, of city of Y serial 3’s arc purchased 
ac 9$ and accrued interest of $2S0: 

Endowment Fund: 


Investments 19,600 

Cash in Bank — Unrestricted 19,600 

Operating Fund: 

Income Transfers from F.ndowmcnt Fund 280 

Operating Fund Cash 2S0 


4. Ten thousand dollars, par value, of bonds, on which there was a balance 
of unamortized premium of $1,100 at the last interest date, arc sold for 107 
and accrued interest of $160. Premium amortization accumulated since the 
last interest dare is $65: 

Endowment Fund: 


Cash in Bank — Unrestricted 10,765 

Endowment Fund Principal — Income Unrestricted 335 

Investments 11,100 

Operating Fund: 

Operating Fund Cash 95 

Income Transfers from Endowment Fund 95 


The loss charged to the Endowment Fund Principal — Income Unrestricted 
account is: 


Par value of investment $ 10,000 

Unamortized premium — last interest date $1,100 

Less: Amortization since last interest date 65 1.035 

Book value of investment at date of sale S 11 ,03 5 

Selling Price ]0,/00 

Loss on sale $ 335 
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Accounting for pooled investments 

The first accounting operation in the conversion of investment from a 
nonpool to a pool basis is the valuation of each fund’s contribution to the 
pool as of the formation date. This is ordinarily accomplished by ascer- 
taining the market value of securities or other assets to be transferred by 
each fund and, in effect, “selling” them to the pool at the new valuation. 
Differences between book value and market value are treated as gains or 
losses of the individual funds and credited or debited to their respective 
balances. Accounting for the creation of a pool, and its operations, is 
illustrated in the following example: 

Memorial Hospital has two small endowments which are to be pooled 
for investment purposes. At the date the pool is to be created, the 
endowment given by Mr. Smith consists of securities recorded by the 
hospital at fair market value at date of acquisition, $5,920; accrued interest 
on those securities, $90; and interest received in cash and not yet trans- 
ferred to the operating fund, $90. The endowment from Mrs. Jones was 
received, originally, in cash in the amount of $7,000. Securities costing 
$6,760 were purchased from this cash, leaving $240 uninvested principal 
cash. The hospital plant fund, rather than the operating fund, is the 
income benficiary of the Jones endowment. At the date the pool is to be 
created, there is $140 accrued interest; all interest received in cash has 
been transferred to the plant fund. 

From the data above it is apparent that the subsidiary records of the 
hospital endowment fund show the balance of the unrestricted Smith 
endowment to be $5,920, the amount due the operating fund to be $180, 
the balance of the restricted Jones endowment to be $7,000, and the 
amount due the plant fund $140, as of the date the pool is to be created. 

On the date the pool is created the market value of the investments of 
each endowment should be determined. Assuming that the market value 
of the Smith investments is $5,800, and the market value of the Jones 
investments is $6,960, the following entry should be made to restate the 
two endowments to fair market value as of the time they are pooled: 


Endowment Fund Principal — Income Unrestricted 120 

Investments 80 

Endowment Fund Principal — Income Restricted 200 


The above entry in the Investments control accounts shows the net 
effect of the increase in the carrying value of the Jones endowment 
investments and the decrease in the carrying value of the Smith endow- 
ment investments; the appropriate facts would be recorded in the proper 
subsidiary accounts. Assuming for the sake of simplicity that the Memo- 
rial Hospital has no other endowments, the balance sheet of the Endow- 
ment Fund immediately prior to pooling would be: 
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MEMORIAL HOSPITAL 

Endowment Fund Balance Sheet 
As of Date Pool Is to Be Created 


Assets 

Cash in bank — unrestricted $ 90 

Cash in bank — restricted 240 

Investments 12,760 

Accrued interest 230 


Total Assets $13,320 


Liabilities and Capital 

Due to operating fund $ ISO 

Due to plant fund 140 

Total Liabilities $ 320 

Fund principal — income 

unrestricted $ 5,S00 

Fund principal — income restricted. 7,200 
Total Liabilities and Capital. .SI 3,320 


Inasmuch as the $240 cash relating to the Jones endowment is a part of 
the principal, it is proper to transfer it to the pool at the same time the 
Jones endowment investments are transferred. The entry for the creation 
of the pool, therefore, is: 


Cash — Pool 240 

Investments — Pool 12,760 

Cash in Bank — Restricted 240 

Investments 12,760 


There is, of course, no point in transferring to the pool the $90 cash 
income received on the Smith endowment, the accrued interest on both 
endowments, and the related liabilities. When income is received in cash 
after creation of the pool, however, it is necessary to determine how 
much of the cash is a collection of the accruals (remembering that the 
Smith endowment income is unrestricted and the Jones endowment in- 
come is restricted), and how much cash represents income of the pool, to 
be distributed later. For example, assuming that $295 cash is received from 
the investments now pooled, the following entry should be made: 


Cash — Pool 65 

Cash in Bank — Unrestricted 90 

Cash in Bank — Restricted 140 

Undistributed Earnings of Pooled Investments 65 

Accrued Interest Receivable 250 


Anv subsequent receipt of cash income from pooled investments would 
be debited to Cash — Pool and credited to Undistributed Earnings of 
Pooled Investments. Earnings of pooled investments are distributed to the 
proper recipients on the basis of the relative contributions of the various 
member funds of the pool. 

When the liabilities to the operating fund and plant fund are paid, the 
endowment fund would make the following entry: 


Due ro Operating Fund 180 

Due to Plant Fund 140 


Cash in Bank — Unrestricted 
Cash in Bank — Restricted. . . 
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The cooperative nature of investment pooling is well demonstrated by 
the procedure employed in accounting for gains and losses on pooled 
investments. No attempt is made to identify gains or losses on individual 
investments with the particular funds which contributed the investments; 
but all such transactions are summarized in one account, the Reserve for 
Realized Gains and Losses on Pooled Investments. To illustrate the me- 
chanics of this plan, let it be assumed that pooled investments carried on 
the books at S2,900 are sold for S2,770 cash. The proceeds, plus S200 cash 
put into the pool from the Jones endowment, are reinvested. If both 
transactions are journalized, the entries would be: 


Cash — Pool 2,770 

Reserve for Realized Gains and Losses on Pooled Investments 130 

Investments — Pool 2,900 

Investments — Pool 2,970 

Cash — Pool 2,970 


Had a gain resulted from the sale of pooled investments, a credit to the 
reserve would have been required. Periodically, the net realized gain or 
loss, the balance of the reserve account, is distributed to the pooled 
endowments on the basis of their relative contributions. If the Memorial 
Hospital had only the transactions illustrated above, the $130 loss would 
be distributed 58/130 to the Smith endowment principal, and 72/130 to 
the Jones endowment principal (because the contributions were $5,800 
and $7,200, respectively) . The following entry would result: 


Endowment Fund Principal — Income Unrestricted 58 

Endowment Fund Principal — Income Restricted 72 

Reserve for Realized Gains and Losses on Pooled Investments. ... 130 


Comparable in effect to a corporate stock dividend, the above entry 
would make no relative change in the equities of the individual endow- 
ments, nor would their relative shares in pool income be increased. The 
elimination of a debit balance in the reserve likewise would only propor- 
tionally reduce the balances of individual funds; it would have no influ- 
ence on income-sharing ratios. Therefore, the entry to distribute the 
balance of the Undistributed Earnings account, assuming that accrued 
interest in the amount of $260 had been recorded at year-end as a debit to 
Accrued Interest and credit to the Undistributed Earnings account, is: 


Undistributed Earnings of Pooled Investments 325 

Due to Operating Fund 145 

Due to Plant Fund 180 


The balance sheet of the Endowment Fund after the illustrated entries 
have been posted appears below. 
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MEMORIAL HOSPITAL 


Endowment Fund Balance Sheet 
As of (Year-End) 


Assets 


Cash — poo! S 105 

Investments — poo! 12,830 

Accrued interest 260 


Total Assets $13,195 


Liabilities and Capital 

Due to operating fund $ 145 

Due to plant fund ISO 

Total Liabilities $ 325 

Principal — income unrestricted 5,742 

Principal — income restricted 7, 1 28 

Total Liabilities and Capital. . S 1 3 , 195 


Plant fund transactions 

Hospital plant funds, accounted for in accord with American Hospital 
Association recommendations, record: long-lived assets, such as land, 
buildings, fixed equipment, major movable equipment, and minor equip- 
ment; accumulated depreciation; current assets held for expansion, re- 
placement, or improvement of long-lived assets; long-term debt incurred 
in connection with the acquisition of plant fund assets; current liabilities 
such as accrued interest payable on the long-term debt; and the fund 
balance accounts. Fund balance accounts provided arc: Fund Balance 
Invested in Plant; Fund Balance Reserved for Plant Replacement, Im- 
provement, and Expansion — Donor Restricted; Fund Balance Reserved 
for Plant Replacement, Improvement, and Expansion — Restricted bv 
Board Action; and Unrealized Appreciation of Plant Assets. 

The reader will note from the above accounts that plant fund account- 
ing recommended by the American Hospital Association differs from 
fixed asset accounting procedures recommended by the National Commit- 
tee on Governmental Accounting in that depreciation is to be recorded. A 
further variation from fund accounting theory, and a variation from 
generally accepted principles of financial accounting for profit-seeking 
businesses, is indicated by the final account title listed above: Unrealized 
Appreciation of Plant Assets. The AHA manual provides that plant fund 
assets arc to be recorded at cost, if purchased, or at fair market value if 
received as a gift; however, the manual promotes the suggestion that 
hospitals periodically engage “qualified” appraisal firms to determine the 
“current replacement cost” of the plant assets. The appraisal figure is to he 
recorded in the plant fund asset accounts and in the Unrealized Apprecia- 
tion equity account. Subsequent provisions for depreciation are to he 
computed on the basis of the recorded “current replacement cost.” 

Purchase of plant assets. When plant fund cash is disbursed for 
long-lived assets, the following entries are made (assume that fixed equip- 
ment costing S 7 50 is purchased): 

Plant Fund (only fund affected): 
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Fixed Equipment 7 JO 

Plant Fund Cash 7J0 

Fund Balance Reserved for Plant Improvement and Expansion 750 

Fund Balance Invested in Plant 750 


Some hospitals do not transfer cash to the plant fund, but purchase 
fixed assets directly from operating fund cash. In such a case the purchase 
of additional fixed equipment in the amount of §750 would be recorded 
by entries in both funds: 

Operating Fund: 


Operating Fund Balance 750 

Operating Fund Cash 750 

Plant Fund: 

Fixed Equipment 750 

Fund Balance Invested in Plant 750 


Depreciation. Entries to amortize fixed asset costs are recorded both in 
the plant fund and in the operating fund. For example, assuming that 
depreciation of buildings is $1,000, the following entries should be made: 
Operating Fund: 


Provision for Depreciation 1,000 

Due to Plant Fund 1,000 

Plant Fund: 

Fund Balance — Invested in Plant 1,000 

Accumulated Depreciation of Buildings 1,000 

Due From Operating Fund 1,000 

Fund Balance Reserved for Plant Improvement and 

Expansion 1,000 


To assure the availability of money for improvement, replacement, and 
expansion of plant, it is a desirable practice for hospitals to transfer cash 
from the operating fund to the plant fund in amounts at least equal to 
periodic depreciation charges. Entries to record the transfer of cash in an 
amount equal to the depreciation charge are: 


Operating Fund: 

Due to Plant Fund 1,000 

Operating Fund Cash 1,000 

Plant Fund: 

Plant Fund Cash 1,000 


Due from Operating Fund 1,000 

Sale or other disposal of plant assets. The removal of hospital fixed 
assets from the accounts, whether because of replacement, retirement, 
destruction, or any other reason, involves the following entries, as recom- 
mended by AHA (assume major movable equipment costing $1,000, with 
$900 accumulated depreciation, is sold for cash for $150): 
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Plant Fund: 


Plant Fund Cash 150 

Accumulated Depreciation of Major Movable Fquipmcnt 900 

Major Movable Fquipmcnt 1,000 

Gain on Disposal of Plant Assets 50 

Fund Balance Invested in Plant 150 

Fund Balance Reserved for Plant Improvement and Expansion.. 150 

Operating Fund: 

Operating Fund Balance 50 

Gain on Disposal of Assets 50 


At the end of" the accounting period the Gain on Disposal of Plant 
Assets account balance should be closed to Fund Balance Invested in 
Plant; the net effect of the plant fund entries, therefore, is that the 
unamorrized cost of the asset disposed of is charged to the Fund Balance 
Invested in Plant account. The Gain on Disposal of Assets account bal- 
ance is closed at the end of the accounting period to Operating Fund 
Balance, so there is no net effect at all on the operating fund accounts. 
The apparent reason for the cumbersome procedure recommended by the 
AHA is that the authors of the AHA manual felt the gain on sale of assets 
should appear in the income statement, which is to be prepared from 
revenue and expense accounts, all of which arc considered to relate to the 
operating fund. Inasmuch as the entire proceeds of the sale of assets is 
retained by the plant fund to be used for plant improvement, replacement, 
or expansion, the AHA recommendations result in an income statement 
which shows the receipt of revenue which is not available for operations 
and is not related to the activities of the operating fund. 

Budgets for hospitals : 

Hospitals, though service institutions, must have an inflow of funds 
equal to their outflow of funds. Since this is the case, prudent management 
will attempt to forecast the outlays for a definite period and forecast the 
income for the same period. Equating anticipated income and outgo 
means that future operations vntst he planned. “Planning future opera- 
tions" is a phrase which defines budgeting as it is thought of today in 
successful businesses. Budgeting is not merely planning financial affairs, 
but developing an integrated plan for all phases of the operations of the 
organization. If this is done properly, each department knows the objec- 
tives of the organization, and has determined to what extent and in what 
manner the department will contribute to them. The predetermination of 
the role each department is to play in achieving the hospital objectives 


c For a more compierc treatment of this subject sec Leon E, Hay, Budgettng, 
end Cor: Anshsis for Hospiml Management. (2d cd.; Bloomington, lnd.: Prcsslcr 
Publications, 1965), chaps, viii-xi, xiv. 
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enables management to measure the success each department has in attain- 
ing its objectives. Frequent measurement helps keep each department on 
the proper path. Thus, budgeting is of considerable usefulness to manage- 
ment. 

Some hospitals use comprehensive budgets for managerial purposes but 
do not incorporate the budgetary provision in the accounts. Other hospi- 
tals do record their budgets in the ledger by including the necessary 
accounts after the general fund balance sheet accounts, even though some 
of them are not balance sheet items. This arrangement is discussed in the 

O 

section of this chapter pertaining to the chart of accounts. If permitted by 
law or other pertinent regulations, budgetary accounts may be carried in a 
separate group, which, although considered a part of the ledger, avoids 
mingling them with the proprietary accounts which are more useful to 
hospital management. 

It is possible to generalize that although every hospital should have an 
annual budget, it is important that the budget be administered intelli- 
gently. For a hospital, or for any other enterprise, good financial manage- 
ment requires that outlays be evaluated in terms of results achieved. 
Insistence upon rigid adherence to a budget not related to actual work 
load (as is the case in some governmental agencies) tends to make the 
budget useless as a management tool. Thus, unless budgetary accounts are 
required by law, they may well be dispensed with. 

Financial statements of hospitals 

Important individual statements of hospitals include balance sheets for 
each fund, statements of changes in fund balances, income and expense 
statements, and a great number of statistical statements. Statements of the 
last kind are important in hospital accounting because of their value in 
helping to analyze the financial results of the many kinds of services 
performed. Not all hospitals use the same statistical statements, nor do 
they attach equal significance to given statements; these are factors upon 
which experience and judgment have a strong bearing. Statements of 
the first three kinds named above — balance sheets, statements of changes 
in fund balances, and operating statements — will be illustrated with a single 
example for each group, although, in practice, deviations from the forms 
illustrated are commonplace. 

The typical balance sheet of a hospital is a composite of fund balance 
sheets. Owing to certain interrelationships which exist among hospital 
funds and which have been discussed elsewhere, the statement is more 
closely integrated than the combined balance sheets of municipalities. 
Illustration 20-1 shows a balance sheet in the form presented in the AHA 
manual. It will be noted that intrafund classification of assets and liabilities 
into current, deferred, and fixed is absent. This segregation is provided 
substantially by the fund basis of grouping. Because of its incidental 
nature, the agency fund is omitted from Illustration 20-1. 
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Illustration 20-1 


PORTLAND GENERAL HOSPITAL 
Balance Sheet — Assets 


December 31,1 969 
OprrMmo, fund 

Cash $ 16,000 

Temporary investments 17,000 

Accounts am) notes receivable $ 44,000 

Less: Allowances for uncollectible notes 

ami accounts 5,000 39,000 

Accrued interest receivable 600 

Due from plant fund 2,000 

Supplies inventory 30,000 

Total Operating Fund Assets $ 112,600 


Specific Purpose Fund 

Cash S 1,000 

Investments 18,000 

Accrued interest receivable 300 

Total Specific Purpose Fund Assets $ 19,300 


Endowment Fund 

Cash S 3.000 

Due from temporary funds 10,000 

Investments (book value) : 

Stock $100,000 

Real estate 60,000 

Mortgages receivable 1 1 5,000 275,000 

Total Endowment Fund Assets $288,000 


Pl.mt Fund 


Cash $ 7,000 

Investments 51,000 

Due from operating fund 1 2,000 

Land S 30,000 

Buildings SS20.000 

Less: Accumulated depreciation 1 60,000 660,000 

Fixed equipment $1 52,000 

Less: Accumulated depreciation 29,000 123,000 

Major movable equipment $ 71,000 

Less: Accumulates! depreciation 30,000 41,000 

Minor movable equipment (nondepreciable) 18,000 

Net land, buildings, and equipment 

Total Plant Fund Assets 


70,000 


872,000 


$942,000 
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Illustration 20-1 (continued) 

PORTLAND GENERAL HOSPITAL 

Balance Sheet — Liabilities and Capital 
December 31, 1969 

Operating Fund 

Vouchers payable $ 8,000 

Salaries, wages, and fees payable 7,000 

Withholding taxes payable 1,500 

Due to plant fund 12,000 

Total Liabilities $ 28,500 

Operating Fund Balance 84,100 

Total Operating Fund Equities SI 12,600 


Specific Purpose Fund 

Due to endowment fund $ 10,000 

Specific purpose fund balance 9,300 

Total Specific Purpose Fund Equities S 19,300 


Endowment Fund 

Mortgages payable S 30,000 

Endowment fund principal: 

Income unrestricted SI 80,000 

Income restricted 78,000 258,000 

Total Endowment Fund Equities £288,000 


Plant Fund 

Vouchers payable S 4,000 

Due to operating fund 2,000 

Bonds payable 85,000 

Total Liabilities $ 91,000 

Plant fund balance: 

Invested in plant $787,000 

Reserved for plant replacement and expansion 64,000 

Total plant fund balance 8 5 1 ,000 

Total Plant Fund Equities £942,000 


Statements of changes in fund balances explain why a fund’s balance at 
one date is different from its balance at another date. Statements of this 
kind may be prepared for all the hospital’s funds; but only one schedule, 
for the operating fund, is shown here (Illustration 20-2). 

Illustration 20-2 

PORTLAND GENERAL HOSPITAL 

Statement of Changes in Operating Fund Balance 
for the Year 1969 

Balance, December 31, 1968 571,320 

Add: Net income for year 1 5, 180 

£86,500 

Deduct: Transfer to endowment fund 2,400 

Balance, December 31, 1969 584^00 
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Illustration 20-3 

PORTLAND CKNT.UAL HOSPI TAL 
Income Statement for the Year 1969 


Patient mm vice twenties; 

Nutsing service revenues $77.1, “50 

Other professional service revenues ft 1 1,000 

Oioss patient M'lvicc revenues $1,926,750 

Deductions (tom patient mm vice revenues: 

That it y service S 38,250 

< ’niiliiK'lu;il adinstmetits 15,000 

Provision (in - had debts 17,000 

'Total deductions tiom patient mm vice revenues '>0,250 

Net patient set vice revenues $1, lift, 500 

Or Lor revenues: 

Oonit thin ions jitul grants . $ 7,ft00 

Ineonte from updating third investments '178 

Income wansfetted from specific purpose (units 1.077 

Tot other revenues 'MOO 

Tot it 1 tcvennes $1,1'I5 ,(i00 

Txpenses 

Nutsing sett ice expenses .$570,000 

Other professional service expenses 115,000 

( lener.ll set vice expenses 771,000 

Fiscal service expenses -18, 970 

Administiativc set vice expenses 1 0ft, 000 

I otal expenses 1,1 10,9 70 

Net Ineonte lor the Ve.tr $.09*0 


On account of the extensive classification of the operating accounts of 
hospitals, their statements of income ami expense may he prepared in a 
variety of forms, die one chosen depending upon the preference of the 
hospital management. Illustration 20-3 shows one form; variations are: 

1. ‘They may he comparative. This is not essentially a different form, hut 
merely shows similar information for the preceding period. This form n 
recommended where space permits its use because comparisons add meaning. 

2. The statement may he condensed, with schedules supporting items com- 
posed of numerous details. 

3. Operating income tnav he classified in other ways— for example, by 
type of patient • or may he condensed, with supporting schedules. 

9. Operating expenses may he grouped by broad classes — for example, 
general and administrative, dietary, building and household, general professional 
services, and special professional services. 

In addition to the standard financial and operating reports, it is impera- 
tive that hospitals prepare numerous statistical analyses. This requirement 
derives from the variety of services rendered bv hospitals and the range oi 
economic status represented by the patients served. Matty of the statistical 
analyses arc related to unit costs; these predominate because hospital 
management, tit he etlieicnt, must know the relationship between revenue 
and costs of the various services furnished to patients. A discussion ol cost 
accounting for hospitals is found in Chapter 21. 
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Although not an ingredient of the accounting system of hospitals, a 
standard glossary of terms and definitions is an absolute necessity. Clarity 
and uniformin' of meaning are indispensable to the production of compa- 
rable financial and statistical data. “Contractual inpatient.” “general inpa- 
tient, ’ “full-pay visit,' and the many other terms used in describing and 
measuring hospital actiyities must be defined with exactitude to obtain 
reliable reports. Hospital organizations have giyen much attention to the 
development of standard terms. 

Conclusion 

A single chapter on accounting for hospitals can touch upon only the 
most outstanding features. The probability of great variations in the 
operating and accounting procedures for individual hospitals must be kept 
in mind. Particularly influential in determining appropriate accounting 
procedures are the size of the unit and the sources of income. For further 
information the references cited below are recommended. 

SELECTED REFERENCES 

Americas.' Hospital Association - . Chart of Accounts for Hospitals. Chicago, 
1966. 

American- Institute of Certified Public Accountants. Special Reports: Ap- 
plication of Statement on Auditing Procedure, No. 2S, pp. 55-59. New 
York, 1960. 

Hay, Leon E. “Hospital Accounting, Theory and Practice,’ - Illinois Certified 
Public Accountant, VoL XVI, No. 1 (September, 1953), pp. 28-33; or 
Hospital Accounting, Vol. VIII, No. 2 (February, 1954), pp. 13-16. 

. Budgeting and Cost Analysis for Hospital Management. 2nd ed. Bloom- 
ington, Ind.: Pressler Publications, 1963. 

Seawell, L. Vann. Principles of Hospital Accounting. Chicago: Physicians’ 
Record Co., 1960. 

. Hospital Accounting and Financial Management. Chicago: Physicians’ 

Record Co., 1964. 

Periodicals 

Hospitals. The journal of the American Hospital Association, Chicago, Illinois. 
Hospital Financial Management The journal of the Hospital Financial Man- 
agement Association, Chicago. Illinois. (Before October, 196S, the journal 
was titled Hospital Accounting. Before July, 196S, the organization was 
known as the American Association of Hospital Accountants.) 

Hospital Management. Clissold Publishing Co., Chicago, Illinois. 

Hospital Progress. The journal of the Catholic Hospital Association, St. Louis, 
Missouri. 


QUESTIONS 

1. A nongovernmental hospital wishes to convert from the cash basis of ac- 
counting to an accrual system that will be practical to operate. 
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a) Name some sources of information available to the hospital accountant 
to help him develop the new system. 

b) Outline the essential changes the hospital will have to make. 

(Adapted from a Fellowship Examination of the 
Hospital Financial Management Association) 

2. In hospital accounting the procedure followed in recording and assemblin'; 
all charges to patients accounts is especially important. Why? 

3. Hospital accounting manuals provide that service rendered to nonpaying or 
part-paying categories of recipients shall be billed at the regular price for 
a full-pay patient. What is the reason for this recommendation? 

4. The AHA chart of accounts is discussed in this chapter. For what reason 
are numbers provided for each account title? What is the logic of the 
recommended numbering system? 

5. Some hospital fixed assets, referred to as “minor equipment,” are not de- 
preciated. Additions and replacements are debited to the Minor Equipment 
account. At ends of fiscal periods the aggregate of such equipment is 
inventoried, and the equipment account balance is reduced to the inventory 
value. 

a) Why is that method more suitable for the class of assets referred to 
than the conventional method? 

b) Assuming that the Minor Equipment account has a balance of $21,000 
at the end of the year, compared with an inventory valued at $15,700, 
make the necessary' adjusting entry. 

6. Underwriting of medical and hospital costs of an individual or family has 
become a widespread practice through the use of both private and govern- 
mental medical and hospital insurance and prepayment plans. Has the growth 
of third-party payment of hospital bills had any' effect upon hospital ac- 
counting? Explain. 

7. You have received an invoice from the Central Surgical Supply Company 
in the amount of $900, covering $500 of items chargeable to the operating 
fund laboratory' supplies and $400 of items chargeable to the heart research 
fund (which is carried as one of the specific purpose funds on your books). 
This $400 includes $300 for major movable equipment and $100 for supplies. 
Payment to the vendor is to be made on one check only'. Reimbursement to 
the operating fund is made in the subsequent month. Expendable supplies 
for the heart research fund are included in the hospital’s operating expenses. 
Show the entries necessary to reflect these transactions on the books. 

(Adapted from a Fellowship Examination of the 
Hospital Financial Management Association) 

8. How do the accounting procedures found in the American Hospital Asso- 
ciation manual diner from the principles of fund accounting as set forth 
by' the National Committee on Governmental Accounting? 

PROBLEMS 

1. Having been appointed controller of Paragon Hospital, you find it neces- 
sary to make adjustments in the accounts for the year ended December 31, 
3969. 
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(4) Payroll journal: 

Administration $ 15,061 

General sen-ice expenses 7,200 

Nursing sendee expenses 34,030 

Other professional sen-ice expenses 3 1,225 

(5) Summary of cash payments journal: 

Accounts payable for purchases 33,955 

Accrued payroll 82,241 

Transfer to plant fund — depreciation 1 1,000 

(6) Other information: 

October provision for uncollectible receivables 1,450 

Accrued interest receivable, October 31 1,300 


Supplies inventory: 

September 30 

October 31 

Administration 

$ 7,970 

$ 7,340 

General service expenses 

8,734 

8,968 

Nursing service expenses 

9,965 

10,223 

Other professional service expenses... 

36,476 

35,990 

Total 

Nominal accounts were closed. 

$63,145 

$ 62,521 


b) Prepare an operating fund balance sheet as of October 31. 

c ) Prepare an income statement for October. 


4. The following transactions occurred in the specific purpose funds of the 

Jefferson Memorial Hospital: 

(1) Under the will of Samuel H. Smith, a bequest of 520,000 was received for the 
promotion of nursing education. 

(2) Pending the need of the money for the designated purpose, part of it was invested 
in $9,000 of par value City of Greenville 3 percent bonds, at 103 and accrued interest 
of $110. 

(3) An interest payment of $1 35 was received on the City of Greenville bonds. 

(4) The bonds were sold at 104 and accrued interest of $60. 

(5) The sum of $8,500 was transferred to the operating fund. 

(6) The income transfer from the Smith fund was used by the operating fund for the 
purpose designated. 

Make journal entries for the above transactions. 

5. The balance sheet of Huge Hospital as of June 30, 1969 indicated the 

following with respect to endowment funds: 


Endowment Funds: 

Cash $ 3,000 

Cash — pool 9,000 

Securities 120,000 

Securities — pool 553,000 

Real estate 170,000 

Funds held by trustee 87,000 

Total Endowment Funds $940.000 
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Endowment Funds : 

Vouchers payable .$ 8,000 

Due to plant funds 4,000 

Reserve for realized gains and losses on 

pooled investments 15,000 

Reserve for replacement of real estate 71,000 $ 98,000 

Endowment funds balances: 

Unrestricted $650,000 

Restricted 130,000 780,000 

Principal of funds temporarily serving as 

endowments 62,000 

Total Endowment Funds $940,000 


You are required to prepare journal entries to record the following 
transactions which relate to the fiscal year 1969-70; you are also required 
to prepare an endowment fund balance sheet as of June 30, 1970. 


(1) Funds held by the trustee in the amount of $17,000 were transferred by the trustee 
to the Endowment Fund Cash account. 

(2) Vouchers payable on June 30, 1969 were paid. 

(3) Income amounting to $15,000 was received from pooled investments; and income 
amounting to $3,000 was received from securities ofunpoolcd, unrestricted endow- 
ment funds. Premium on pool securities to be amortized in 1969-70 was determined 
to be $2,100. 

(4) Securities of unrestricted endowment funds carried at $25,000 were revalued to 
market, $26,812, and transferred to the pool. 

(5) Pool securities carried at $53,000 were sold for $52,000 and the proceeds reinvested 
in other securities for the account of the pool. 

(6) Gross cash income of real estate was $20,000. Expenses attributable to the real 
estate in the amount of S 14,900 were vouchercd during the year. Vouchers payable 
at year-end amounted to $3,800. 

(7) The Reserve for Replacement of Real Estate was increased by $3,300. 

(8) The amount due plant funds on June 30, 1969 was transferred from pool cash during 
the year. Net income of the pool for 1969-70 was to be transferred to plant funds in 
1970-71. Net income from the real estate was to be transferred to the operating 
funds in 1970-71, as was income from unrestricted, unpoolcd investments. 


6. The trustees of Mercy Hospital have decided to pool the investments of 
three of its endowment funds which, for present purposes, will be desig- 
nated as A, B, and C. Accounting for investments of the three endowments 
had been conducted on the basis of cost. At the date of pooling, the 
composition of the three was as follows: 


Assets 


ABC 


Cash $ 1,000 $ 800 $ 120 

Investments 58,000 29,360 88,000 

Accrued interest 500 700 860 

Total Assets $59,500 $30,860~ $88.980 
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Liabilities and Fund Principal 

Due to operating fund 

Fund principal — income unrestricted 
Fund principal — income restricted. . . 
Total Liabilities and Fund 
Principal 


$ 600 

• • « 


58,900 


» ♦ . 


$30,860 

$88,980 

$59,500 

$30,860 

$88,980 


Preliminary to the pooling of the assets, it was decided to adjust invest- 
ments to market value, and the following changes were agreed upon: 


Erdovjmmt 


Book Value Market 


A $58,000 $59,100 

B 29,360 28,500 

C 88,000 89,020 


a) You are required to journalize the transactions stated below: 


(1) Entries were made to adjust the book value ofinvestments to market value, as 
indicated above. 

(2) Except for $600, all cash was transferred to Cash — Pool. 

(3) Investments and accrued interest were transferred to Investments — Pool and 
Accrued Interest — Pool. 

(4) The amount due the operating fund was paid from unpooled cash. 

(5) Interest received in cash on pool investments during the year totaled $3,850, 
including amounts accrued at the time of pooling. 

(6) Interest accrued on pool investments at the end of the year amounted to $2,240. 

(7) At the end of the year, it was decided to compute and record the liability to the 
beneficiaries of the three funds: operating fund for A, and plant fund for B and 
C, for earnings of the pool. 

b) During the next year the following additional transactions occurred: 

(1) Amounts due the beneficiary funds were paid. 

(2) During the year, the D fund was given to the hospital and made a member of the 
pool, supplying cash of $900 and investments with a fair market value of 
$ 59, 100. D’s income is unrestricted. Assume that the market value of the assets 
derived from funds A, B, and C is the same as when the pool was created. 

(3) During the year, interest received in cash amounted to $5,640, including the 
amounc accrued at the end of last year. 

(4) Pool investments carried at $20,600 were sold during the year at $23,400. 

(5) Interest accrued on investments at the end of the year totaled $2,900. 

(6) At the end of the year, it was decided to compute and record the liability to the 
beneficiaries of the individual endowments for earnings of the pool. Fund D was 
admitted to the distribution on the basis of one-half year in the pool. 

c) At the end of three years, the Reserve for Realized Gains and Losses 
had reached the credit balance of §12,000, and it was decided to distrib- 
ute the entire amount to the balances of the participating endowments, 
on the basis of their principal amounts at the begi nnin g of the third 
year. Make the entry for that transaction. 


7. Below is given the plant fund balance sheet of the Jefferson Memorial 
Hospital as of September 30, 19 — ■. 
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JEFFERSON MEMORIAL HOSPITAL 

Plant Fund Balance Sheet 
as of September 30, 19 — 


Asms 


Cash 


$ 16,557 

Investments 


200,000 

Due from operating fund 


577,389 

Land 

Buildings, at cost 

..$1,516,367 

108,000 

Less: Accumulated depreciation 

. . 506,452 

1,009,915 

Fixed equipment, at cost 

..$ 330,217 


Less: Accumulated depreciation 

.. 173,607 

1561610 

Major movable equipment, at cost 

..$ 207,301 


Less: Accumulated depreciation 

.. 113,887 

93,414 

Minor equipment 


24,114 

Total Assets 


$2,185,999 

Equities 



Fund Balance: 



Invested in plant 

Reserved for replacement 


$1,392,053 

and expansion 


793,946 

Total Equities 


$2,185,999 


a) Prepare, in general journal form, entries to record the effect on the 

plant fund of the following transactions: 

(1) On October 1, fixed equipment which cost $6,560, and for which accumulated 
depreciation totals 54,890, was traded for similar new equipment costing 
$9,840; the payment in cash amounted to $8,800. The payment was made from 
plant fund cash. 

(2) Depreciation charges for October amounted to $2,500 for the building, $2,750 
for fixed equipment, and $3,800 for major movable equipment. 

(3) Cash in the amount of $20,000 was received from the operating fund to “fund” 
the October depreciation charges, the balance to be applied to the arrearage in 
funding depreciation charges of prior periods. 

(4) Cash in the amount of $50,000 was received from an anonymous donor to be 
used for the eventual erection of an addition to the nurses’ dormitory. 

(5) Necessary closing entries were made. 

b ) Prepare a plant fund balance sheet as of October 31, 19 — . 

8. From the following trial balance and other information, prepare appropriate 
fund balance sheets and income statement for the year ending December 
31, 1969. All operating expenses should be charged to the Operating Ex- 
penses account. 
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COUNTY HOSPITAL 

Trial Balance 
December 31, 1969 



Debit 

Credit 

Land 

100,000 


Buildings 

. . 500,000 


Furniture and equipment 

1 50,000 


Cash — Operating Fund 

50,000 


Accounts receivable — inpatients 

49,500 


Accounts receivable — outpatients 

500 


Inventory 

35,000 


Investments 

15,000 


Prepaid insurance 

2,250 


Operating expenses 

Accounts payable 

. . 487,750 

5 9,000 

Accumulated depreciation — buildings 

Accumulated depreciation — furniture and 


60,000 

equipment 


22,500 

Allowance for uncollectible accounts 


8,500 

Donated surplus 


600,000 

Earned surplus 


100,000 

Revenues from patient services 


550,000 

Other revenues 


40,000 

Totals 

. .$1,390,000 

51,390,000 


Other information: 

a) Expense of estimated uncollectible accounts for the year has not been 
charged on the records — rate, IV 2 percent of revenue from patient 
services. 

b) Depreciation on buildings has not been charged — rate, 2Vz percent 
per year. 

c) Depreciation on furniture and equipment has not been charged — rate 
is 10Va percent per year. The hospital purchased new equipment on 
July 1, 1969, which was entered on the records at a cost of $15,000. It 
has been the policy to apply the annual depreciation rate on property 
and plant balances as of January 1 of each year, and to charge no 
depreciation on acquisitions during the year. 

d) Unexpired insurance premiums as of December 31, 1969, amounted to 

$ 2 , 000 . 

e) A Cash Change Fund of $300 was established July 5, 1969. It had been 
charged on the records as an operating expense. 

f) The hospital board, on December 31, 1969, ordered accounts of in- 
patients totaling $4,225 written off as uncollectible. You will make this 
adjustment. 

g) Interest of $450 on investments which were purchased from the Cash — 
Operating Fund was received December 31, 1969, and has not been 
entered on records. 

(Indiana State Board of Accounts, adapted) 

9. Below is given a combined trial balance for the funds of the Sewell City 

General Hospital after closing on December 31, 1968. 
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Debit Credit 

Operating fund: 

Cash $ 9,400 

Accounts receivable 28,000 

Allowance for uncollectible accounts $ 6,000 

Inventory' of supplies 8,000 

Prepaid expenses 1,200 

Due from plant fund 2,000 

Accounts payable 11,000 

Accrued expenses payable 1,600 

Operating fund balance 30,000 

Endowment fund : 

Cash 8,000 

Investments 146,000 

Endowment fund principal — income 

unrestricted 1 54,000 

Plant fund: 

Cash 3,000 

Investments 22,000 

Land 8,000 

Buildings 105,000 

Accumulated depreciation on buildings 21,000 

Fixed equipment 68,000 

Accumulated depreciation of fixed equipment. . . 17,000 

Major movable equipment 41,000 

Accumulated depreciation of major movable 

equipment 13,000 

Minor equipment 33,000 

Mortgage bonds payable 64,000 

Due to operating fund 2,000 

Fund balance invested in plant 140,000 

Fund balance reserved for plant improvement 

and expansion 23,000 

5482,600 5482.600 


During 1969 the following transactions, in summary form, occurred-- 

(1) Gross earnings from services to patients, all charged to accounts receivable, were 
as follows: 


Earnings from nursing services $320,300 

Earnings from other professional services 94,500 

(2) Deductions from gross earnings were as follows : 

Charity Service 5 9,000 

Contractual adjustments 10,000 

Provision for uncollectible receivables 9,000 

(3) Other revenue received or earned during the year included the following: 

Income from endowment fund investments 5 4,880 

General contributions 32,600 


(4) Plant fund cash of 51,000 was invested in new fixed equipment. 

(5) One piece of major movable equipment, which cost $800 and currently had a booh 
value of $200, was sold for S50. 

(6) Transactions vouchcrcd during the year were as shown below: 


Expenses accrued at end of last year $ 1,600 

Administrative service expenses 32,200 
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Fiscal service expense $ 24,000 

General service expense 82,500 

Nursing service expense 201,300 

Other professional service expense 44,720 

Supplies 3,000 


(7) Operating fund cash in the amount of 54,000 was used to retire mortgage bonds 
payable, with an equivalent face value; the operating fund will not be repaid. 

(8) The hospital received corporate stock with a current market value of $24,000, the 
income to be used for nursing education (credit Endowment Fund Principal — 
Income Restricted.) 

(9) Collections on accounts receivable during the year amounted to $394,200, and 
53,100 of accounts receivable were written off. 

(10) Supplies issued during the year amounted to 54,000, which may be charged to 
Administrative Service expense. 

(11) The plant fund and the endowment fund paid the amounts due to the operating fund. 

(12) Cash payments on vouchers payable during the year amounted to $381,200; 
purchase discounts in the amount of 5210 were taken. 

(13) Accrued expenses at December 31, 1969 included fiscal service expense of $ 1 20 on 
plant fund bonds; administrative service expense, $870; and other professional 
service expense, 5480. Prepaid expenses, consisting of other professional service 
expense, declined 5400 during the year. 

(14) Accrued income on endowment fund investments was $540; and on plant fund in- 
vestments, 5180. 

(15) Depreciation of fixed assets was as follows: 


Buildings $3,150 

Fixed equipment 4,000 

Major movable equipment 2,000 


(16) The endowment fund transferred in cash to the operating fund the amount due. 

You are required to do the following things: 

a) Record the 1969 transactions. 

b) Prepare a balance sheet for December 31, 1969. 

c) Prepare a statement of income and expenses for 1969. 

d) Prepare a statement of changes in the operating fund balance for 1969. 

10. The Smith Medical Foundation was established in 1961 to finance research 
in the field of medical science. It leased building facilities from others 
from the date of its establishment to December, 1968, at which time land 
and buildings adaptable to its operation were purchased. 

Since it was desired to operate its plant property as a self-supporting 
entity, the foundation decided to account for its plant as a separate fund, 
by establishment of an operating fund and a plant fund. All cash is to 
be handled by the operating fund, with the plant fund being charged or 
credited with amounts applicable to it, until after the close of each year. 
At this time, settlement will be made, if possible. The plant property is 
to be depreciated effective January 1, 1969, at the rate of 5 percent per 
year. A depreciation “fund” is to be established. 

The assets, debts, and capital accounts as of December 31 show the 
following: 
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SMITH MEDICAL FOUNDATION 


December 3/ 


Assets 

1969 

I96S 

Cash 

S 42,000 

$ 36,000 

Investments 

217,000 

67,000 

Plant account 

96,000 

75,000 

Uncxpircd insurance premiums 

Plant operations 

1,000 

1,000 

Total Assets 

S3 56,000 

$179,000 

Liabilities 



Accounts payable 

S 6,000 

$ 4,000 

Rents 

3,000 


Balance 

347,000 

175,000 

Total Liabilities 

$356,000 

$179,000 


Upon analysis of the Plant account, you find the following: 


Date Item Debit Credit 

9-30-68 Cash donation for purchase of plant. . . $100,000 

12-15-68 Purchase of property $175,000 

1-31-69 Building improvements 24,000 

3-31-69 Building improvements 15,000 

12-31-69 Plant operation 18,000 


Entries in the Plant Operation account consisted of: 


Date Item Debit Credit 

12-31-68 Coal, cleaning supplies, etc $ 1,000 

2-28-69 Coal, cleaning supplies, etc 4,000 

6- 30-69 Grading and seeding of grounds 6,000 

7- 31-69 Cleaning supplies, etc 1,200 

12-31-69 Coal, cleaning supplies, etc 4,000 

12-31-69 Expired insurance premiums 1,800 

12-31-69 Plant account 18,000 

12-31-69 To close the account $36,000 


Rents consisted of $3,000 per month received in 1969 and rent for January 
1970, which was received on December 31, 1969. 

You obtain an appraisal of the land owned by the foundation, which 
gives a value of $75,000 at date of purchase. 

a) You are to prepare journal entries setting up the plant fund and re- 
cording the transactions in the fund to December 31, 1969. 

b) You are to prepare a sectional balance sheet presenting the funds as 
of December 31, 1969. 

(AICPA, adapted) 

11. The town of Maplcton built a hospital which was occupied March 1, 1968. 
Monthly reports have been rendered for the first few months on a cash 
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basis and have not shown separation of amounts by funds. You have been 
employed by the hospital as business manager, in December of the same 
year, and are to set up an accounting system on an accrual basis and to 
follow usual fund accounting practices. From the information presented 
below, prepare a statement showing the income and expense for the 10 
months and a statement of financial position by funds. 

(1) The total contract price of the building was $1,200,000. This included fixed equip- 
ment of $350,000. The contractor was paid in the following manner: 

(a) Cash of $600,000 which was contributed by the federal government toward the 
hospital cost. 

(b) Cash of $100,000 contributed by the county government toward the cost. 

(c) Hospital bonds issued by the town in the amount of $ 500,000. These bonds are 
5 percent bonds dated January 1, 1968, due in 10 years, interest payable semi- 
annually. They are general obligation bonds of the town, but the town wishes 
to treat them in the hospital fund. 

(2) Equipment was initially obtained as follows (all was major equipment except minor 
equipment of $18,300) : 

(a) Purchased by the town for cash, $76,500. 

(b) Purchased out of cash donations made by citizens for that purpose, $29,000. 

(c) Donated equipment with an estimated value of $12,000. 

(3) The statement of cash receipts and disbursements, exclusive of items described 
above, for the 10 months was as follows-. 


Nursing service revenues $226,570 

Other professional service revenues 189,780 

Miscellaneous income 1,030 

Received from estate of James Jones, M.D 25,000 

Miscellaneous donations 20,410 

Received from Beulah 'Williams 32,000 

Donations from churches 3,700 

Received from county for charity patients 1,840 

Income from bonds 1,700 

Total cash received $502,030 

Payroll and taxes paid thereon $273,400 

Supplies purchased 140,624 

Major equipment purchased 47,250 

Interest on bonds 12,500 

Miscellaneous expenses 4,100 

Total cash disbursed S477,874 

Balance of Cash, December 31, 1968 $ 24,156 


Investigation revealed the following additional information: 

(1) Inpatients’ accounts on the books as of December 31, 1968, amounted to $47,400. 
This amount is found to be divided between nursing and other professional services 
in the same proportion as cash already received. It is estimated that $4,360 of these 
accounts will never be collected. 

(2) Accrued unpaid wages at year-end amounted to $5,200, unpaid supply invoices 
amounted to $12,810, and accrued utilities amounted to $364. Prepaid insurance 
amounted to $720. Supplies on hand amounted to $13,800, at cost. 

(3) It has been decided to charge current income with depreciation on general hospital 
property at the following rates, based on the year-end balance of the asset accounts: 
building, 2 percent; fixed equipment, 5 percent; major equipment, 10 percent. 
Depreciation is to be computed for a full year. The reserve is to be funded. 

(4) The plant fund may borrow from the endowment fund. 
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(5) The following facts were determined in respect to the donations: 

(a) The donation from the estate of James Jones, M.D., received July 1, 196S, was 
for the purchase of equipment. 

(b) The miscellaneous donations were made for general purposes of the operation 
of the hospital. 

(c) The Beulah Williams donation, received June 1, 1968, consisted of cash and 
540,000 face value of X Corporation percent bonds, both to be treated in 
the endowment fund. Interest dates are June 1 and December 1. Income of this 
fund may be used for general operations of the hospital. 

(d) The donations from churches are to be used for the purchase of equipment. 

(FHFMA, adapted) 



Chapter 21 

Cost Accounting for 
Nonprofit-Seeking Entities 


Cost accounting, as discussed in standard college texts, is generally 
applicable to business operations of governmental units. It is less immedi- 
ately obvious that cost accounting concepts are applicable to governmen- 
tal activities of a nonbusiness nature, or to hospitals or universities or other 
nonprofit-seeking entities. Yet, almost without exception in the case of 
hospitals and universities, and in many instances in the case of govern- 
mental units, the explosive increase in demand for services, relative to the 
increase in resources, has forced the adoption of the techniques of good 
financial management, including cost accounting. 

The use of cost as a measure of the input of resources into a program is 
discussed in Chapter 2 of this text, as are other uses of cost data in 
budgeting for improved financial management. The purpose of the pres- 
ent chapter is to review briefly the customary means by which historical 
costs are determined in nonprofit-seeking entities. A more complete treat- 
ment of any of the techniques discussed here, and of many other tech- 
niques, may be found in any cost accounting or management accounting 
text. 

Cost accounting, in the sense of the routine collection of data concern- 
ing the costs of departments, programs, or products, through the mecha- 
nism of a double entry bookkeeping system, is not as frequently found in 
nonprofit-seeking entities as is cost analysis , or the recasting of data 
derived from the fund accounts described in preceding chapters to obtain 
desired cost information. Cost analysis procedures may be considered to 
be statistical, since they are done apart from the bookkeeping system and 
may be done at regular intervals or only on a special study basis. 

Cost analysis — a hospital example 

Three terms are particularly important in the present discussion: direct 
cost, indirect cost, and full cost. A direct cost of a certain department is a 
cost which is incurred because of some definite action by or for the 
department (or program or project). Thus, in a hospital, the salary of the 
pharmacist is a direct cost of the pharmacy department. A hospital phar- 
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macy exists to serve the patients of the hospital, however, so from the 
viewpoint of an inpatient nursing station the pharmacist’s salary is an 
indirect cost. Likewise, the direct costs of all departments which exist to 
facilitate the work of the nursing station are indirect costs from the 
viewpoint of the nursing station. 

In order to determine the total cost, or full cost, of serving the patient, 
it is necessary to add the indirect costs to the direct costs. Although the 
process of cost allocation is illustrated here in relation to a hospital, it 
underlies all cost accounting and cost analysis systems, and some adapta- 
tion of one of the three methods discussed below is used in every business 
and every nonprofit entity which attempts to determine costs (even if a 
“direct costing” system is used). A brief description of the three basic 
methods of distributing the costs of sendee departments is: 1 

Method 1. Government Reimbursable Cost Method. Costs of nonrevenue- 
producing departments are allocated to revenue-producing de- 
partments only. 

Method 2. Step-Down Method. Costs of nonrevenue-producing departments 
are allocated in sequence to departments they sen’e, whether or 
not these produce revenue. Once the costs of a department have 
been allocated, the costing process for that department is closed, 
and it receives no further charges. 

Method 3. Double Distribution or “ Vicious Circle" Method. Costs of non- 
revenue-producing departments are allocated to all departments 
they serve. Amounts allocated to nonrevenue-producing depart- 
ments in the first step are cleared to revenue-producing depart- 
ments by a second series of allocations. 

Although hospital administrators need to know the costs of services 
rendered in order to evaluate the rate structure, in order to measure the 
effectiveness of departmental supervisors, and in order to have a realistic 
basis for budgets, the primary reason why many hospitals have been 
concerned with cost analysis is that a very large proportion of charges for 
sendees rendered to patients are paid by Blue Cross, insurance companies, 
and governmental welfare agencies. Such contract purchasers generally 
require hospitals to report cost information periodically in a specified 
form. Methods 1 and 3 are used in many jurisdictions because of the 
requirements of contract purchasers. Method 1, however is not acceptable 
under Medicare regulations. 

The American Hospital Association recommends the use of the step- 
down method, Method 2, as does the United Hospital Fund of New York. 
Because departmental costs are allocated in sequence under this method, it 
is important that the departments be ranked so that the cost of the one 
which renders service to the greatest number of other departments, while 

1 For a more complete treatment of this subject sec Leon E. Hay, Budgeting 
and Cost Analysis for Hospital Management. (2d cd.; Bloomington, Ind.: Presslcr 
Publications, 1963,) chaps, i-vii, xii. 
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receiving benefits from the least number of departments, be allocated first; 
and the cost of the one rendering sendee to the least number of other 
departments, while receiving benefits from the greatest number, be allo- 
cated last. Practical application of this theory often requires arbitrary 
decisions as to the sequence in which departmental costs are closed. A 
further problem in cost allocation is the choice of bases. The American 
Plospital Association publication Cost Finding and Rate Setting for Hospi- 
tals lists possible allocation bases. 2 It suffices to say here that the base 
selected for the allocation of the expense of each department should meet 
two criteria: 

1. It should result in a distribution which is fair to all departments concerned. 

2. The application of the base should be clerically feasible. 

An example of the application of the step-down method of allocating 
costs of nonrevenue-producing departments of the Glenn Hospital is 
presented in Illustration 21-1. A glance at the worksheet shows that the 
method is aptly named, since the sequential closing of accounts gives the 
money columns the appearance of a series of steps. The worksheet 
technique here illustrated provides for the vertical distribution of general 
sendee department direct and allocated expenses. For example, the total 
direct expenses of the first department listed. Maintenance of Plant, are 
entered as negative figures (indicated by the parentheses enclosing the 
figures) on the first line in the second money column from the left. The 
amount of maintenance of plant expense allocated to each department 
served is entered on the appropriate line under the negative amount, ie., 
$34,000 of the $72,000 maintenance of plant expense was allocated to the 
Operation of Plant department. Inasmuch as the additions to other depart- 
ments total the amount distributed, the column total is zero. Likewise, the 
Operation of Plant expense is allocated to departments served. In this case 
the expense to be allocated is $150,000, the total of the direct expenses, 
$116,000, and the allocation of Maintenance of Plant expense, $34,000. 
Illustration 21-1 also shows that this method of cost analysis does not 
produce total cost figures for the nonrevenue-producing or “general 
service” departments. Many accountants feel that direct departmental 
costs are more useful for managerial purposes than total costs (which 
include indirect costs charged to the department on the basis of many' 
assumptions). Total cost figures are necessary”, however, for negotiations 
with contract purchasers of hospital services. Hospitals must be reim- 
bursed for the expenses of departments which serve other hospital depart- 
ments as well as for the expenses of the departments which serve patients 
directly. 

Reimbursement of hospitals by r contract purchasers is frequently re- 
lated to cost per patient day for inpatients and newborns. Illustration 21-2 

2 American Hospital Association, Cost Finding and Rate Setting for Hospitals 
(Chicago, 1968). 
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shows the allocation of the costs of special professional service depart- 
ments of the Glenn Hospital to the Inpatient, Nursery, and Outpatient 
departments, and the calculation of per diem costs for the Inpatient and 
Nursery departments, and per visit cost for the Outpatient Department. 

Illustration 21-2 
GLENN HOSPITAL 


Cost Analysis Worksheet 
Year Ended June 30, 19— 
(Method 2 — Step-Down Method) 


Items 

Total after 
Distribution 

Inpatients 

Nursery 

Outpatients 

Special services: 

Operating rooms 

..$ 240,266 

5 216,624 

5 384 

5 23,258 

Delivery rooms 

91,838 

91,838 



Anesthesia 

27,669 

23,980 

369 

3,320 

Radiology 

149,690 

97,972 

1,093 

50,625 

Laboratory 

. . 200,529 

180,075 

3,108 

17,346 

BMR — EKG 

20,070 

1 5,680 

63 

4,327 

Physical therapy 

64,783 

21,594 


43,189 

Total special services 

..S 794,845 

S 647,763 

S 5,017 

5142,065 

Routine Services: 

Inpatients 

. . 1,367,140 

1,367,140 



Nursery 

.. 121,962 


121,962 


Outpatients 

. . 125,053 



125,053 

Total Cost 

. . S2,409,000 

52,014,903 

5126,979 

5267,118 

Number of patient days or visits 


100,000 

14,000 

40,000 

Per diem or per visit cost — special 

services 

. . 

S 6.48 

S .36 

S3. 55 

Per diem or per visit cost — routine 

services 


13.67 

8.71 

3.13 

Per Diem or per Visit Cost — Total . . 


520.15 

59.07 

S6.68 


Bases for such an allocation must be chosen in accord with the same 
criteria as govern the choice of bases for the allocation of nonrevenue- 
producing departments. 

For managerial purposes — and in some cases, for reimbursement pur- 
poses — it is desirable to compute unit costs of services rendered by special 
service departments. In the Glenn Hospital, to continue the same example, 
records indicate that 2,750,000 radiologic service units were rendered 
during the year (the Radiologic Section of the Connecticut State Aledical 
Society, in cooperation with the Connecticut Hospital Cost Commission, 
has issued a table of such units, reflecting the relative complexity and time 
consumption of various services). The total of direct and allocated costs 
of the Radiology department of Glenn Hospital was §149,690 (see Illus- 
tration 21-1); therefore, the cost per radiologic service unit is 
§149,690 -h 2,750,000, or 5.44 cents. 
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Job order cost accounting 

In order to record the costs of programs or projects in a systematic 
manner, job order cost accounting may be used. In brief, the essential 
characteristic of a job order system is the routine identification of each 
element of the direct cost of a given project. If the system is operated 
manually or with a bookkeeping machine, a cost sheet (sec Illustration 
21-3) will be kept for each “job,” or project. (Even if the system is 
computerized a similar concept is used.) Illustration 21-3 shows that the 
cost of materials requisitioned for the project and the cost of labor 
performed for the project are itemized on the cost sheet. The cost of any 
supplies purchased specifically for this project, or any other “overhead” 
item incurred for this project, would also be entered on the cost sheet; 
general overhead 'would be allocated to the job on the basis of a predeter- 
mined rate. 

Journal entries illustrating the use of job order cost accounting by an 
intragovernmental service fund are presented in Chapter 9. 

Process cost accounting 

The construction activities, and many maintenance activities, of a 
nonprofit-seeking entity are best accounted for by a job order system. 
Some activities, such as the manufacture of crushed stone, asphalt, or 
concrete, are operated as continuous processes and are best accounted for 
by a process cost system. In contrast with a job order system which 
focuses on the accumulation of costs on a project basis, a process system 
focuses on the accumulation of costs on a time period basis. For example, 
the wages of workers assigned to the asphalt plant would be charged to an 
account for that activity; raw materials used in that activity and overhead 
allocable to that activity would be charged to the same account. The total 
costs incurred for the asphalt plant during a time period may be divided 
by the production of asphalt during that period to determine the average 
cost of the product for that period. 

Cost standards 

Standard cost accounting systems are rarely found in governmental 
units or other nonprofit-seeking entities, but the use of cost standards 
apart from the books of account is rather common. Cost standards can be 
predetermined scientifically, as described in cost accounting texts, or the 
Accountants' Cost Handbook , 3 for operations or activities which arc 
performed repetitively. Cost estimates may be prepared for operations or 
activities which are performed less frequently. The standards, or esti- 
mates, are useful for planning purposes, and furnish a basis for control. 

3 Robert I. Dickey, cd. (New York: Ronald Press Co., 1 960), Section 15. 
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Illustration 21-3 


city of x 
JOB COST SHEET 


Job.No . 69-33 


Description of Job BaclcX pMXitions *_r. ftib&cc. Hc&ttk O^ict 


For Vubtic HcntXh 


.Department 


Account No. 363*009 


Requisition No._ 
Completed 


To Be Completed 28, 1969 


Reference W/0 516 


Date 


Expfanation 


Materials 


Labor 


Date 


Expfanation 


Overhead 


Other 


2-19-69 

2-19-69 

2-26-69 


Re*. 61-107 
P/R 
P/R 


$1S7 


$40 

SO 


2-28-69 


GJ6 


$120 


Totals 


$187 


$120 


Totals $J20 


Item 

Direct labor . . 
Materials . • • . 
Oyerheod. . . . 
Other (specify) . 
Total . . . . 


SUMMARY 

Estimated 

$185 


Actual 

$187 


110 


120 


110 


120 


$405 


$427 


Job order or process cost accounting systems yield historical costs for 
comparison with the standards or estimates; investigation of the variances 
between predetermined and historical costs enables management to take 
corrective action to improve the operations and to improve the planning 
process. 
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Clerical and administrative costs 

A very large part of governmental expenditures arc incurred for serv- 
ices of a general nature (such as the costs of the chief executive’s office, 
costs of accounting and auditing, costs of boards and commissions, etc.) 
which are somewhat remote from the results any given subdivision is 
expected to accomplish. Furthermore, in smaller units of government, 
many offices or departments perform such a variety of services that 
separating their costs is practically impossible under their present schemes 
of organization. For determination of unit costs, departmentalization or 
some other form of specialization is necessary. 

As is true for other applications of governmental cost accounting, 
ascertaining definitely the total outlay for sendees to be costed is of equal 
importance with measuring the activity. It is probable that, in costing 
clerical and administrative operations, chief emphasis should be upon 
direct costs, because of the difficulty of obtaining a satisfactory basis for 
overhead allocation. In fact, overhead relationships might be so uncertain 
that attempts to distribute them to special activities would produce mis- 
leading results. For example, some kinds of work, such as typing of 
documents, might be so uniform and routine that to charge supervisor)' 
costs to the department on a per capita employee basis would be entirely 
inequitable. 

Although much remains to be done, with complete results probably 
never fully obtainable because of the general nature of administrative 
expenses, some progress has been made in establishing work units for 
office operations, of which the following are a few examples: 


Office Work Uxit Basis 

Public recorder Number of documents or number of lines recorded. 

Treasurer Number of tax bills prepared. 

Number of tax bills collected. 


Number of bills, notices, and receipts mailed. 

Number of parking meters serviced. 

Amount of money collected. 

Number of licenses and permits issued. 

Number of checks or warrants written. 

Accounting Number of claims examined and approved. 

Number of tax bills computed and recorded. 

Successful application of unit cost accounting in administrative depart- 
ments, as is true for other classes of costs, depends upon the identification 
of expenses to be allocated and the definition of work units to be used. 
Further progress in the field appears to await greater separation of costs 
through departmentalization of outlay for administration and of work 
done. 
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Limitations on the use of unit costs 

It has been said that no unit costs are better than inaccurate ones, the 
reason being that unless they are reliable they may lead to unwarranted 
and erroneous conclusions on the part of governmental administrators, 
taxpayers, and the public generally. Corollary to this, it may be said that 
crude unit costs, although both theoretically and technically correct, may 
be almost as misleading as inaccurate ones. No unit cost figure, especially 
in government, should be used as the basis for decisive action or opinions 
without careful evaluation in the light of all pertinent facts. Such influ- 
ences as regional variations in personnel costs, differences in climate and 
other physiographic conditions, size of the organization represented, and 
density of population in the area served are some of the factors that must 
be recognized if they are present and given due weight in appraising 
differences in unit costs. The establishment of standard costs which take 
into account all local circumstances and conditions has been recom- 
mended as one method for obviating the effect of comparisons with 
figures that are not entirely analogous. Historical costs compiled by other 
governmental units may not be entirely acceptable as a standard of com- 
parison. This is true because one or more factors which affect costs in one 
jurisdiction may be decidedly more or less influential, or even not present. 
Finally, the quality of service represented by the unit of product must 
never be lost sight of in reaching a judgment as to the reasonableness of 
unit costs. Even for such objective units as gallons of water and kilowatts 
of electricity, there are such intangible qualities as purity, taste, pressure, 
reliability, attention to complaints, and other service factors. For adminis- 
trative government, on the other extreme, the possibilities for variance are 
far greater. At best, therefore, unit cost accounting in government is not 
an automatic process for turning out a standardized product, but only a 
means for helping to accomplish a desired end. 
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QUESTIONS 

1. In the 50 states of the United States of America, there arc almost 82,000 
local governmental units — counties, townships, civil cities, school districts, 
drainage districts, fire protection districts, etc. — whose boundaries and func- 
tions often overlap. From the point of view of the cost of service rendered 
to the public, comment on this state of affairs. What other points of view 
should be considered besides the financial one? 

2. Is it true that hospital cost analysis is important only for internal hospital 
management use? Why, or why not? 

3. Why is departmentalization of personnel and operation essential to useful 
cost accounting? 

4. Vffiy are the “costs” found by any method of cost analysis subject to chal- 
lenge? 

5. In one state, there are numerous laws establishing mandator) 7 minima for 
many costs of local government. This applies particularly to salaries of 
public officials and their deputies. What effect do such laws exert upon 
unit costs? 

6. The rate of pay of Russell Fowler, an employee of the Public Works De- 
partment of Middle City, is S80 for a 40-hour, five-day week. Employees 
of the municipality are subject to a state retirement plan. For 1968 the city’s 
contribution was 5 percent on the first $6,000 of the employee’s compensa- 
tion. In 1968, there were 260 working days. However, employees of the 
department were allowed six paid holidays. Fowler received a two weeks’ 
vacation, in addition to which he took the maximum amount of 15 days 
sick leave allowed to each employee. On the days of the primary and gen- 
eral elections, employees were allowed to quit work two hours early to 
enable them to vote. 

a) Assume that in 1969 it is desired to charge the cost of Fowler’s time on 
each project at the cost per hour of his service in 1968. What cost per 
hour should be charged? 

b) By what percentage does this exceed the nominal cost per hour of his 
service? 

7. Below are listed a number of activities and work units used in governmental 
cost analysis. For each one, state one or more variable factors which might 
arise to cause variances in unit costs. 

Street cleaning — linear mile. 
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Sweeping and collection of leaves — square yard. 

Earth excavation — cubic yard. 

Snow and ice removal — cubic yard. 

Laying of mains — linear foot. 

Servicing of parking meters — each. 

School bus operation — pupil-day. 

Billing of taxes — bill. 

Garbage collection — ton. 

Recording documents — document. 

PROBLEMS 

1. The administrator of General Hospital feels that operating room revenue 
may be considerably less than total operating room cost. At the present 
time, certain increases in rates of the General Hospital are under considera- 
tion. Based upon the expenses and statistics furnished, compute for the 
operating room only the total cost. Use the step-down method. 

GENERAL HOSPITAL 

Schedule of Direct Expenses 
for the Six Months Ended June BO, 19 — 


“Overhead” departments: 

Administration S 81,900 

Dietary 212,940 

Housekeeping 47,320 

Laundry 29,660 

Plant operation and maintenance 1 12,300 $484,120 


"Revenue-producing” departments 

Inpatient medical and nursing S272,380 

Operating room 55,000 

X-ray 46,000 

Laboratory 45,000 

Outpatient direct expense 7,500 425,880 

Total Expenses $910,000 


A summary of the statistical bases which will be needed in the apportion- 
ment of overhead expenses follows (all dietary expense is charged to in- 
patients): 



No. 

No. 

No. Lbs. 

Department 

Employees 

Sq. Ft. 

Laundry 

Administration 

12 

3,000 

3,000 

Dietary 

92 

11,000 

220,000 

Housekeeping 

38 

500 

9,000 

Laundry 

13 

6,000 

3,000 

Plant operation and maintenance. . . . 

18 

5,000 

2,500 

Inpatient medical and nursing 

103 

50,500 

1,198,000 

Operating room 

14 

6,000 

44,000 

X-ray 

2 

1,500 

2,000 

2,000 

2,000 

Laboratory 

12 

Outpatient 

3 

1,000 

6,000 

Total 

307 

86,500 

1,489,500 



666 Governmental accounting 


If income from the operating room for this period was $55,410, what per- 
centage of increase could be made in operating room charges and still not 
be charging for the sendee in excess of cost? 

(FHFMA, adapted) 

2. The Public Works department of the city of Flopewell has an agreement 
with the municipally owned electric utility whereby street lighting is 
charged to the department at the cost of generation, transmission, and dis- 
tribution. 

The total cost of generating, transmitting, and distributing electricity, 
exclusive of charges for the use of equipment, was S3 17,077 in a certain year. 
The Public Works department charges the utility for the use of municipal 
equipment, such charges being based on the actual cost of operation to the 
department. During the year, equipment units Nos. 3, 11, and 12 worked 
part of the time for the utility. Data regarding the number of hours oper- 
ated and costs of operation are as follows: 


Total Miles Miles (or 
Cost of (or Hours*) Hours*) Oper- 
Equipntent Unit No. Operation Operated ated for Utility 

3 $1,500 15,000 10,000 

11 966 4,600* 3,100* 

12 600 2,500* 2,300* 


The utility generated a total of 66,382,000 kw.-hrs. (kilowatt hours), which 
were disposed as follows: 


Used by utility itself: 

Station auxiliaries 3,925,000 kw.-hrs. 

Other use by utility 565,000 

Sales to Public Works department 3,567,000 

Sales to other consumers 54,525,000 

Lost and unaccounted for 5,800,000 

Total 66,382.000 kw.-hrs. 


Prepare a statement for the electric utility of the city of Hopewell, showing 
the cost of electricity furnished to the Public Works department for street 
lighting during the year ended December 31. 

(Mtmicipal Finance, adapted) 

3. On the basis of the following data, prepare a statement for the city of Jones- 
boro for the year ended June 30, 1969, showing the total cost of refuse col- 
lection and the cost per ton or cubic yard, as the case may be (carry unit 
costs to mills). 


Explanation 

Garbage 

Rubbish 

By city forces: 

Salaries and wages 

$384,000 

$154,000 

Materials and supplies 

$ 26,000 

$ 24,060 

Equipment use 

$100,280 

$ 56,310 

Tons collected 

Cubic yards collected 

165,000 

248,000 

Labor hours 

180,000 

123,000 

By contract: 

Cost 

$ 52,600 

$ 16,400 

Tons collected 

Cubic yards collected 

18,000 

26,000 
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Overhead for city force collection of garbage is 50.316 per labor hour; for 
rubbish, $0,308 per labor hour. Overhead for contract tjarbage collection, 
3.8 percent of total cost (exclusive of overhead); for rubbish collection, 
3.61 percent of total cost (exclusive of overhead). 

(Indiana State Board of Accounts, adapted) 

4. When the county council, count}'- of Monroe, questioned the count}’ 
treasurer about his requests for additional appropriations, he claimed that 
the large number of tax bills prepared and collected was responsible for the 
heavy expenses of his office. Since the duties of the treasurer’s office arc 
rather uniform and of limited range, it was decided to attempt a cost study 
in an effort to determine the veracity’ of the treasurer’s contentions. As tax 
bills are numbered serially, it is possible to determine accurately the number 
prepared and collected. It was decided to divide the activities of the office 
into general administration, billing, and collecting. General administration 
consists of supervising the office and providing information to taxpayers, 
attorneys, and others. It would be measured on the basis of thousands of 
dollars of collections. Preparing bills and collecting would be measured on 
the basis of numbers of bills prepared and collected, respectively. The fol- 
lowing information is available about the costs of the office: 

(1) The salary of the treasurer is $1,000 per month. His time is devoted to general 
administration, except that during approximately three months of each year, he spends 
practically all his time on collections. 

(2) Two regular deputies each receive $600 per month. Their time is divided approxi- 
mately four months to billing, four months to collections, and the remainder to general 
administration. 

(3) During the year the office spent S4,800 for extra help, of which two thirds was 
chargeable to billing and one third to collecting. 

(4) The office collected $90,000 of delinquent taxes, interest, and penalties during the 
year, of which the treasurer received 6 percent, to be charged equally to administra- 
tion and collection. 

(5) Utility bills, stationer)’ and stamps, repairs to office equipment, etc., totaled $J,478 
for the year. This was distributed to administration, billing, and collection on the 
basis of personal services exclusive of fees charged to those operations, except that 
$1,350 spent for stamped envelopes was chargeable in total to collections. 

(6) The number of tax bills prepared during the year was 5 1 ,280, of which 740 were un- 
paid at the end of the year. The $90,000 of delinquent taxes collected during the year 
was on 625 bills. 

(7) Collection of current taxes during the year amounted to $1,054,000. 

You are required to do the following things: 

a) Prepare a schedule classifying the treasurer’s office costs into the three 
classes mentioned. 

b ) Prepare a schedule to show the total cost for each class, number of units 
of service performed, and cost per unit (carry unit costs to mills). 

5. The city of Kempton operates a Shop and Maintenance department as a part 
of the general fund. It is not the practice to make formal appropriations for 
this department because all of its costs are recovered from other departments. 
When work orders are issued by the various departments, the estimated cost 
of the projects is encumbered by the requisitioning department. Depart- 
ments having work in process at the ends of fiscal periods provide a reserva- 
tion of fund balance for the amount of the outstanding work orders, and 
this is covered by a new appropriation in the new period. At the end of the 
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preceding year, outstanding departmental encumbrances for jobs to be done 
by the Shop and Maintenance department amounted to $7,680, and the fol- 
lowing jobs were in process: 


Job Order No. 

Cost to 
Date 

Labor 

Materials 

Utilities 

871 

. .$1,650 

$ 860 

$ 770 

$20 

875 

. . 790 

120 

660 

10 

876 

. . 1,220 

430 

750 

40 

877 

. . 830 

190 

630 

10 

Balance of Work in Process 

$4,490 

$1,600 

$2,810 

$80 


During January of the current year, the following transactions, related to 
the Shop and Maintenance department, occurred: 


(1) The city council enacted a special appropriation to cover outstanding encumbrances 
for work to be done by the Shop and Maintenance department. 

(2) Work orders were issued against the Shop and Maintenance department for $4S,6I0 
of work to be done during the year. For these work orders the Shop and Maintenance 
department set up job orders numbered 878-883. 

(3) The Shop and Maintenance department requisitioned and received material from the 
Stores Inventory department as follows : 


Job Order No. Amount 

875 $ 260 

876 570 

877 120 

878 440 

879 680 

880 60 

881 1,210 

882 80 

883 120 

(4) Departmental payroll for the Shop and Maintenance department for January 
amounted to $2,210; and, based on labor tickets, the following distribution was made: 

Job Order No. Amount 

871 $60 

875 180 

876 220 

877 350 

878 405 

S79 640 

880 85 

881 270 


Charges should be made directly to Work in Process. 

(5) Utility bills for the month had not been received at the end of the month, but charges 
to job orders for estimated utility bills were as follows: 


Job Order No. Amount 

871 $ 5 

875 10 

876 10 

877 15 

878 15 
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879 30 

880 S 

881 50 

882 5 

883 10 


(6) During the month the following excess materials were returned to stores: 


Job Order No. Amount 

879 $40 

881 60 


(7) $20 worth of material issued for No. 878 and $10 for No. 876 were transferred to 
No. 882. 

(8) The following jobs were completed during January: 


Job Order No. 


Estimated Cost 


871 $1,200 

875 1,210 

876 1,550 

878 900 


a) Make journal entries for the transactions stated or referred to above. 
Where charges or credits to jobs are concerned, state in your explana- 
tion the amount of charges or credits to each job. 

b) For the jobs completed, make a cost summary to show details of cost for 
each one: total cost, estimated cost, and over- or underestimated cost. 


You have been requested by the Hillcrest Blood Bank, a nonprofit organiza- 
tion, to assist in developing certain information from the bank’s operations. 
You determine the following: 

(1) Blood is furnished to the blood bank by volunteers and when necessary by profes- 
sional donors. During the year 2,568 pints of blood were taken from volunteers and 
professional blood donors. 

(2) Volunteer donors who give blood to the bank can draw against their account when 
needed. An individual who requires a blood transfusion has the option of paying for 
the blood used at S25 per pint or replacing it at the blood bank. Hospitals purchase 
blood at $8 per pint. 

(3) The Hillcrest Blood Bank has a reciprocal arrangement with a number of other banks 
that permits a member who requires a transfusion in a different locality to draw blood 
from the local bank against his account in Hillcrest. The issuing blood bank charges a 
set fee of $14 per pint to the home blood bank. 

(4) If blood is issued to hospitals but is not used and is returned to the blood bank, there 
is a handling charge of S 1 per pint. Only hospitals are permitted to return blood. 
During the year 402 pints were returned. The blood being returned must be in usable 
condition. 

(5) Blood can be stored for only 21 days and then must be discarded. During the year 343 
pints were outdated. This is a normal rate of loss. 

(6) The blood bank sells serum and supplies at cost to doctors and laboratories. These 
items are used in processing blood and are sold at the same price that they are billed 
to the blood bank. No blood bank operating expenses are allocated to the cost of sales 
of these items. 

(7) Inventories of blood are valued at the sales price to hospitals. The sales price to 
hospitals was increased on July 1, 1968. The inventories are as follows: 

Pints Sales Price Total 


June 30, 1968 80 $6 $480 

June 30, 1969 80 8 640 


(8) The following financial statements are available: 
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HILLCREST BLOOD BANK 
Balance Sheet 


Assets 

June 30, 196S 

June 30, 1969 

Cash 

...$ 2,712 

$ 2,093 

U.S. Treasury Bonds 

. .. 15,000 

36,000 

Accounts receivable — sales of blood: 

Hospitals 

... 1,302 

1,448 

Individuals 

425 

550 

Inventories: 

Blood 

480 

640 

Supplies and serum 

250 

315 

Furniture and equipment, less depreciation. 

. . . 4,400 

4,050 

Total Assets 

.. .$24,569 

$25,096 

Liabilities and Surplus 

Accounts payable — supplies 

...$ 325 

$ 275 

Surplus 

... 24,244 

24,821 

Total Liabilities and Surplus 

.. .$24,569 

$25,096 


HILLCREST BLOOD BANK 


Statement of Cash Receipts and Disbursements 
for the Year Ended June 30, 1969 


Balance, July 1 , 1968: 

Cash in bank 

U.S. Treasury Bonds 

Total 

Receipts : 

From hospitals: 


Hillcrcst Hospital $7,702 

Good Samaritan Hospital 3,818 

Individuals 

From other blood banks 


From sales of serum and supplies 

Interest on bonds 

Gifts and bequests 

Total receipts 

Total to be accounted for 

Disbursements: 

Laboratory expense: 


Scrum $3,098 

Salaries 3,392 

Supplies 3,533 

Laundry and miscellaneous 277 


Other expenses and disbursements : 

Salaries $5,774 

Dues and subscriptions 204 

Rent and utilities 1,404 

Blood testing 2,378 

Payments to other blood banks for blood 

given to members away from home 854 

Payments to professional blood donors. . . 2,410 

Other expenses 3,805 

Purchase of U.S. Treasury Bond 1,000 


Total disbursements 
Balance, June 30, 1969. . 


$ 2,712 
15,000 
$17,712 


$13,520 

6,675 

602 

2,260 

525 

4,928 

26,510 

$44,222 


$10,300 


15,829 


26,129 

$18,093 
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Composed of; 

Cash in tank $ 2 SO} 

U.S. Treasury Bonds 16.000 

Total S If. 09 5 


Required: 

a) Prepare a statement on the accrual basis of the total expense of taking and 
processing blood- 

b) Prepare a schedule computing (1) the number of pints of blood sold, 
and (2) the number of pints withdrawn by members. 

c ) Prepare a schedule computing the expense per pint of taking and proc- 
essing the blood that was used. 

(AICPA) 



Chapter 22 

Published Reports of Governmental 
and Nonprofit Entities 


The National Committee on Governmental Accounting has taken the 
position that: 

The end toward which all governmental accounting is directed is the 
production of timely, accurate, pertinent, and fairly-presented financial state- 
ments and reports for use by management, legislative officials, the general pub- 
lic, and others having need for public financial information . 1 

The technical accounting aspects of financial statements for the various 
municipal funds, Federal government, and certain categories of nonprofit 
entities are illustrated and discussed in a number of preceding chapters to 
the extent relevant to the purposes of those chapters. Management uses of 
financial data are also discussed in preceding chapters, particularly Chap- 
ter 2 and Chapter 21. In this concluding chapter, the discussion is focused 
upon published financial reports as a means of communicating with 
interested parties outside the administrative structure. 

Legal requirements 

Governmental units and governmental enterprises in a number of juris- 
dictions arc required by law to publish financial reports in newspapers as 
paid advertising. All too frequently the only sort of report required by 
law is a listing of cash receipts and a listing of cash disbursements; often 
there is no classification of disbursements as to function or nature, merely 
a listing of payees and amounts of each voucher. 

The widespread recognition that lists of receipts and disbursements arc 
totally inadequate to meet the needs of any interested parties for informa- 
tion has led to the consideration by many professional groups of the 
problems of reporting, and to the establishment of standards of “public 
financial reporting” by the Municipal Finance Officers Association and 
the National Committee on Governmental Accounting. 


1 National Committee on Governmental Accounting. Governmental Accotmting, 
Auditing, and Financial Reporting (Chicago: Municipal Finance Officers Association, 
1968), p". 14. 
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Criteria for judging a municipal financial report 

The Municipal Finance Officers Association awards a “Certificate of 
Conformance” to each governmental unit whose financial report meets 
established standards. The criteria used in judging whether a municipal 
financial report meets these standards specify technical considerations, 
such as the promptness with which the report was issued after the close of 
the fiscal year — up to two and a half months is permissible; and matters of 
format, including the logical arrangement of statements, proper headings 
on the statements and the report, the provision of a table of contents, and 
cross-referencing of statements. Each acceptable report must contain a 
balance sheet for each fund, prepared in accord with the principles 
explained in earlier chapters of this text. In addition, statements comparing 
total revenues and total expenditures, estimated and actual revenues, and 
appropriations and expenditures all should be prepared for the general 
fund; revenues should be listed by source; appropriations and expendi- 
tures are to be listed by function, and within each function by organiza- 
tion unit. For funds other than the general fund, appropriate statements 
such as income and expense statements for utility and other enterprise 
funds must be included. The report should also include a statement 
analyzing changes in the balance or retained earnings of each fund. 

Subsidiary schedules should be included, as appropriate, to show: a 
detailed listing of the investments of each fund, the fixed assets classified 
by functions and organization units, and the details of bonded indebted- 
ness. Additionally, an acceptable report will include statistical data such as 
a statement of assessed values for the past 10 fiscal periods, a statement of 
tax rates and tax levies for the last 10 fiscal periods, and a statement 
showing the ratio of net general bonded debt to assessed value and net 
bonded debt per capita for the last 10 fiscal periods. 

In judging whether a municipal report meets desirable standards, the 
Municipal Finance Officers Association committee requires that the report 
state the basis of accounting — accrual, cash, or modified cash basis; that 
any terms or account titles peculiar to the governmental unit be explained; 
and that the nature, purpose, and legal authority for each fund be ex- 
plained. In addition to the financial statements, statistical tabulations, and 
explanations mentioned in the paragraphs above, a good report will con- 
tain a letter of transmittal in which the outstanding financial activities 
during the year, the financial condition at the end of the year, and the 
prospects for the coming year are discussed. 

The criteria used in determining whether a report merits the MFOA 
Certificate of Conformance are quite detailed, and, apparently, are ad- 
hered to rather rigorously: only 250 certificates were issued between 
1945, the year the award was inaugurated, and 1968. The impact upon the 
financial reporting practices, however, is undoubtedly wider than the 
number of certificates issued would indicate. Many of the almost 82,000 
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entities classifiable as municipalities have few transactions in the course of 
a year, involving relatively small amounts of money, and are of concern to 
such a small number of people that the detailed requirements of the 
Certificate of Conformance program are clearly inapplicable. The general 
concepts which may be deduced from the jVIFOA criteria are of value to 
any entity faced with the necessity of reporting to individuals or groups 
who may be presumed to have enough knowledge to be able tojrcad 
accounting and statistical statements. 

Illustrative municipal financial report 

The City of Buffalo, New York, has been awarded the Municipal 
Finance Officers Association Certificate of Conformance for its annual 
reports. Illustration 22-1 shows the table of contents. The reader will note 
that in addition to the statements and schedules specified in the preceding 
pages, the report contains several graphic presentations designed to meet 
the basic information needs of taxpayers, and other interested persons, 
who do not have technical accounting knowledge. The traditional com- 
bined balance sheets of all funds are presented in Illustration 22-2. Illustra- 
tion 22-3 is a graphic chart of the “Operation of the 1966-67 Budget” of 
the City of Buffalo; in essence, a pictorial representation of the traditional 
statement of source and application of funds. 

Criteria for judging reports of nonprofit entities 

Standards for annual financial reports of hospitals have been established 
by the American Hospital Association. Other organizations have estab- 
lished criteria for reports of other categories of nonprofit entities; for 
example, the National Health Council and National Social Welfare As- 
sembly joined in publishing Standards of Accounting and Financial 
Reporting for Voluntary Health and Welfare Organizations, and the Na- 
tional Committee on the Preparation of a Manual on College and Univer- 
sity Business Administration set forth the committee’s recommendations 
on the contents of reports of colleges and universities. Additional examples 
could be cited, but it is more useful for the purposes of this text to deal 
with the general aspects of reporting by nonprofit entities than to discuss 
in detail the recommendations of any one organization. 

In general, nonprofit entities differ from governmental entities in that 
persons are required by laws to pay taxes and other classes of revenue to 
governmental units, whether or not they want to receive any services 
from the government or do receive any; whereas there is some element of 
volition in the relationship of an individual with nonprofit entities other 
than governments. Thus, the reports of a nonprofit entity should provide 
information in addition to accounting and statistical data to enable constit- 
uents to determine answers to the following questions: 2 

: Voluntary Health and Welfare Agencies in the United States, Their Role and 
Responsibilities (New York: The Rockefeller Foundation, 1960). 



22 — Published reports ol governmental & nonprofit entitles 675 


Illustration 22-1 

CONTENTS PAGES OF CITY OF BUFFALO ANNUAL REPORT 


TABLE OF CONTENTS 


CONTENTS — 


Gr* jA'e Chart Hi 1 — -E jfT*!o City Goverarrent . — 

CerfllWte of Conformant ■ — 

IV. Ur i! TrnE**nItUl — 

AwottanVs Report - - - 

Cnphk G-art No. 2 — Trend of Buffalo'* Expenditure* . 

niUEM AND COMMENTS 

ctwtiul fund 

Graphic Chart No. 1— Operation of 1366-67 Rodfe! 

EshilVe Sheet - ■ -■ j 

Anal fils of Chut- jei In Unapyruprlated Parplna . 

No'** to Financial Statement* - - 

S'atemcrt of Current r.rrtnof — 

El limited and Actual - . 

Statement nf Rev/vrv*s Applied to the Budget — 

Estimated and Actual 

Statement of Expenditure* and Encumbrnnee* — 

Compared With Eudicet Appropriation! and Appropriation* 
after Eerision - - - ■■— 

POND rUXM 

Balance Sheet 

Slilfrnrtit of Cub Receipt* and Diibancmrat* (IncJudlof 

Temporary Investments) 


Notes to Fia.moi*I Statement* 

Stilement of Addition!. Expenditure*, Encumbrance* 
and Balance 


mom.va fund* 

Balance Sheet 

Statement of Cash Receipt* and DiiboncmeEt* _ 
Note* to Fin* cel*! Statement* 


MW9 

B-3 41-47 


isk*l rrwr <rrr?af, tfr-rar-rr) 

Mav* f' wt - 

A'jlr»'» of Os-f* in frapp'-p^Ved for; las _ 
£!»?" — rri ti 0.1*1 R-’e-p'r »'*! iMllTKVlil — 


Statement of Cash Reer'rt* *"d Dutunemw-t* , 

Notes to Fmancid •litre-e-l* -— -- — - 

tmtiTT tvvn <Dcvt*ton or vaieoi 

f.J.vre Sheet — — — 

An*}/* * of Cli*rpn la Birred Suryiai - 

Statement ef Incren e Ml EipeuM . . ■■ ■ , .... — 

Notes to Tini9ei.il Statement* — - 

Statement ef Operatirp Expenses - 

Stater* ent ef Current Revenue* •— Eathrmted **wf Actual - 

Statement of Reiomes Applied to l l e Bo-*y»t — 

Estimated and Actail - — - — ■ — 

Statement ef Expenditure* and Encrmbnives — 

Ccr-ipr.red with Apprrpr-U'rt* iM Acvr'pjL’Lma 

after Bm«n .... ■-■■■- 

Water Rend Fond* — Net A«aet« Jons S’'. It-CT-- ..... . 

Water Bond Fond* — Statement of AJd.ti^n*. Erpe.-.Sltorea, 
rncur.hrarcta and Balance . ... — — 


Statement of Chan-w la Ceu»ral Fixed Asset* - 
Note* to Financial Staierrenl* 


Sororwr of Chanrw in Utility aid Cenera! Herds r*yal4e- 
Nrtea to Fin-ineM Statement* 


CONTENTS —Continued 


tact 

Statement ef Ronds. Bond Anticipation Notes, Tax Anticipation 
Note*. Budfrt Note*. Revenue Antlclpihon Note* and Urban 
Renewal Note* Issued — During Fiscal Year Ended June 20, 

1 OCT ... . . 

H-3 

84-35 

Graphic Chari No 4 — Lon p- Term Bond* limed bjr Year*— • 
I93#L67 ...... 


96 

Statement of Bonds Issued by Year* — 1357-18 to 19C6-C7 

B-4 

97 

Debt Service Requirement* Until Maturity _____________ 

H-5 

98-93 

Graphic Chart No. 5 — The City'* Debt Structure ■ — _ , 


100 

Statement of Letpl Debt Marrm — Exclusive of Urban 

H-4 

101 

Statement of Lepnl Debt Murin — Urban Renewal 

Indebtedness 

H-T 

102 

Graphic Chart No. 6 — Ratio of Net General Bonded Debt to 
Assessed Value and Net Cenera! Bonded Debt per Capita — 
136A-K7 ... . . . . .. . 


103 

Statement of Direct and Overlapping Debt — — - 

n-8 

101 

Detailed Statement of Funded and Unfunded Debt — 

JoneSO. 1367 . ... 

n-9 

X0S-11S 

*mkd or rnccano'c isntctAL tzvrNCK fund) 

Special Revenue Fund — Puisne* Kheet . . ... 

I-l 

115 

Special Revenue Fund — - Analysis of OitDfe* In 

1-2 

116 

Special Revenue Fund — Analysis of Current Rerenne — 

1-5 

117 

Special Revenue Fund — Statement of Expenditures and 
Encumbrance* — Compared with Budget Appropriation* 

and Apprrtprlitlnni «f(er Tteviiirm 

I-l 

118 

Rond P^nrlf C1.**4 

T-S 

113 

Rond Funds-— Statement of Cash Receipt* and Disbursements 

Bond Funds — Statement of Addition*. Expenditures, 

1-6 

1-7 

120 

121-122 

Revotvine Fond* ... 

1-8 

123 

Fixed A stele 

1-9 

124 

Combined R*Tme» She** 

1-19 

12S 


CONTENTS — Continued 

COltBlVFD STATO-TiVrt 

Combined Balance Sheet — AB Fo/vlt . - . - — — . 

J-l 

FACT 

127-133 

Summary Statement of Cash Receipt* and Disbursement* — 



Statement of Cash on Hand and in East* — City Treasurer— 



Cash Advanced to Comptroller City of Eulfala 

J-4 

137 




Stateirent of Cfcarse* in Imestmonts — All Fur.di , . — — 

J-6 

141-142 

STAT7AT7CA7. ECWBTTS 

Tax Rate*. Tax Levie* and Tax Data - 

K-l 

144-115 

Assessed Value and Estimated True Value of AB Taxable 
rrorertie* — 1358-53 to 1367-68 

K-2 

148 

General Tax Levies and Mictwns — 1377-58 to 19C6-67 . — — . 

K-3 

147 

Local Assessment Collections — 13 >7-58 to 1966-67 .... . - . 

K-4 

148 

Statement of General City Taxes ReceiraUo (Current Taxes) 

JC-5 

24? 

SUteneat of Char re* In City" Owned Tax Sale Certificate* 



Statement of Tax Levyinc Limitation — 1367-68- 

K-7 

151 

Statement of Federal Grant* *rd Slate- Shared Rtxe* 

GranU — 1337-58 to 1366-67 

W 

122-153 

Statement of Bud**t Expecd-fares by 3£ajor Oltject — 

Fiscal Yeaf Ended June SO. 1S57 

K-9 

154-153 

Comparative Statement ef Revenue* — 1357-58 to 1966-67—— 

K40 

160-161 

CcjEpnmtiTe Statemrct of Expenditure* — 19o7-58 to 13C6-67— 

K-1I 

163-163 

Memorial Auditorium —Statement of Lc rorre and Expense. 

E-12 

164 

War Memorial Staicm — Statement ef Inhume and Expense 

K-U 

185 

Broadway Market — Statement ef Income and Vrr*m» 

K-14 

166 

Salaries and Surety Roods of Pricdrol OSdala 

K-15 

167 

MisceTLineocs SlatirUeal Earls 

E-36 

1W 








XjAtT’lW. 

An«JU Pipl!» i _ n ■ 

W»tjn| B«Mt »M Piyilli-. 

Dm t» OlMr J'wNii — 

Dm t» Ol-Vr &nrirm«!il f'e' tm — 

Irtrrttt Drib!* in F fl-.tl Yun 

PWi N»V» 

T«ot U»W \w» 

. ... . ■ _ 

r»i doiku i . 

l.r/rrVi-VTi .. — . _ . _ 



Dm fr-i-i tyjHtt vcmitiwMiI t / *«__ 

r *![tt - — _ . . ... _ 

XV U TVrriri _ _ 

Di! A*^» nJ l*t R*i.k. — . . 

Tif .»*•* C*rt V.W _ 

Xonl Pr*wu AtU.Tijrf _ . - 

C*rifH _. .. _ ._... 

I*t«»l, Sjflinwm tvu !*nv* 

T«*l 

i;‘i CV«<* HiAn - - „, 

8ury!M 

l»»**lTw«l in FmJ AwM — 

Xnxif W — IV4rl »/ 


I i;au 

MUIX* 

»£■»* ns s» 

> :<T7 ‘iT/11 
II*«I **A0* 
)r^73,x’t; 

lux 1 C - 5 n « 

> 

» iiy>«m 

I a.i rr/^iTi 

TJ 

»V’i ''i 


2 .«t< ::nt 
: f'.f** »■* 
«s ■*r, i* 

Rtxrt m 

f_*2 

> gyi^ c :i 

ruii « m a 

intir«(i 

fpZs'Ttu ti 

1ST* tU.Wl IS 




lt/xtjrtiy: 

l.WjSti€S 

ssrmjf&tt 

I ijnsj^ei t-eAts 
i — . i cr/wn 


|lflr*4Sl JIM/OIM 

11:0/ ivri i nil*: 


rrunis 

JUW.T* 

J.'nAiou 

££(«£(£*» 

UB.'WM 

S5S,f>S^ 

7<nj:7Tj iiw53ro 


* ______ 

mmnx.it cviiumr 


I J.trvw i m & 1^3 

HZ 


f!M77.C*T« 


TTiriaW 


> — - .. 

riiKi: wxiiiu 


m I Rtfjc’ fsnB i~ - ■ • 

iiljiSHii inTtiuwj* >rwww 


irtjrtn 

Mjw.fi 

nii.rur* *« 



22— Published reports of governmental & nonprofit entitle: 


677 


Illustration 22-3 

CITY OF BUFFALO 
Annual Report of the Comptroller — 1967 


CITY OF BUFFALO 

OPERATION OF 1966-1967 BUDGET 
GENERAL FUND 


WHERE THE MONEY CAME FROM 


GENERAL PROPERTY TAXES - S 53,7 « # 0» - 45 .79% 

j 


J 

STATE ANO FEDERAL AID -$ 33,977,000 -29.53% 


REVENUE AND 
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AVAILASLf IN << 
1955-57 
5)14,972,000 


D 

□ 
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-S 3,313,000 -2.68% 


UTILITY TAXES 
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\rCl OTHI® CITY PIR^CSES'S 7,214,000 

/ FOR EDUCATION S 4,eO5,0CO 

\FOR OTHER CITY PURPOSES S 5,943,C00 




. WHERE THE MONEY WENT 




r 

T * 

. 





!> ‘ 






"'A - 

BOARD CF EDUCATION, EXCEPT DE3T SERVICE 

$47,471,000 

41. 299$ 

FOR 

OPERATION 
AND J 

MAINTENANCE 
595,552,000 
83.10% 



OTHER CITY SERVICES 

12,156,000 

10.57% 




DEPARTMENT OF POLICE 

10,570,000 

9.19% 




DEPARTMENT OF PIPE 

8,692,000 

7.56% 




DEPARTMENT OF STREET SANITATION 

6,903,000 

6.00% 



% 

PENSIONS AND SOCIAL SECURITY, EXCEPT 30ARD OF EDUCATION 

6,839,000 

5.95% 



~ 

PARKS AND RECREATION 
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2.54% 



DEBT SERVICE (INC. DOWN PAYMENT ON COST OF CAPITAL IMPROVEMENTS'! 

13,973,000 

12.15% 


■ 

SURPLUS AND RESERVES 

5, 453,003 

4.75% 
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1. Is the service provided by the organization needed for the good of the 

social group? 

2. Is there need for the volume of service proposed by the organization? 

3. Is the organization providing the sendee in an efficient manner? 

4. Is the organization using its resources for the intended purpose? 

Accountants imbued with a tradition of reporting only objectively 
verifiable data may find it difficult to accept the premise that the report of 
a nonprofit entity should concern itself with the first two questions. 
Certainly the accounting and statistical information must be factual and 
not presented in a manner “slanted” to lead the reader to conclusions 
favorable to the entity and its management; yet the narrative information 
accompanying the accounting and statistical reports may properly present 
the rationale for the existence of the entity and its activities, just as the 
narrative in published reports of profit-seeking entities is customarily a 
public relations effort. Factual information developed in the preparation 
of performance budgets for the entity, and cost data related to the 
activities of the entity, as discussed in Chapters 2 and 21, are directly 
relevant to the questions listed above and should be presented along with 
financial statements for each fund of the entity. One research study points 
out some desirable features of the statements: 3 

Financial statements should be organized so as to reflect, insofar as is 
practically possible, the relationship between services rendered and operating 
outlays. A statement of resources available for rendering the intended services 
should be made. A statement showing the sources and applications of current 
operating resources is required to measure the extent of compliance with the 
approved budget. 

Illustrative report of nonprofit entity 

American Hospital Association recommendations for the content of 
technical accounting statements are discussed in Chapter 20; statements 
illustrated in that chapter are based upon AHA recommendations. As is 
typical of administrators of nonprofit health, welfare, and charitable enti- 
ties, hospital administrators tend to present audited traditional financial 
statements to the hospital board of trustees, creditors, and others who 
need detailed information. Hospital administrators, however, tend to omit 
the traditional financial statements from the published annual reports 
which are directed to the public, which, presumably, has only a general 
interest in financial data and a specific interest in the activities of the 
hospital. Illustrations 22-4 and 22-5 arc extracted from the annual report 
of a large hospital. Illustration 22-4 shows selected data from the financial 
statements in two forms: numerical and graphic. Illustration 22-5 also 
combines a descriptive presentation of activities with selected comparative 
statistics. 

3 Emerson Henke, Accounting for Nonprofit Organizations: An Exploratory 
Study (Bloomington: Indiana Uni versin' Bureau of Business Research, 1965), p. 24. 
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Illustration 22-4 



GREENVILLE HOSPITAL SYSTEM 

YEAR ENDED CCTC3EP. S, 1557 


GROSS PATIENT REVENUE: 
INPATIENTS 
OUTPATIENTS 


521.629,543 

996.426 


DEDUCT CONTRACTUAL ALLOWANCES, CHARITY 
SERVICES AND UNCOLLECTIBLE ACCOUNTS 


NET PATIENT REVENUE 
COST OF PATIENT CARE 


GAIN FROM PATIENT SERVICES 
(1.5% OF GROSS REVENUE) 


512,626,029 

2.202.131 

10.423.H93 

10.255.054 

5 163 .244* 


•In add Ven to s £3> frsrt patie-l strJz** 4s-j ? lor i- ~z> r s 

pcrpcacs C\j*<s ErioK-T>»rt. Ucn* Cij». S^rto—a Cu5, C-ee“v»’le 

Ccv-rry WeP’-eat Scotty and e'f’-rs XstaUrg J>0,433 and ctn?r r.o-.-pa’jest 
f<v* Yt.9 in t*- e a— c f $-*3,4&7. 


D*u tiV"> t.-G'n JudTtsrj* P«se*t f;r y»j' Gc*3t«* t. 1SS7. p-«pa*e-2 ty Tfr , £ fc t a*d CrVt; PutC: 



1963 

1964 

1965 

1966 

1967 







11 
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Illustration 22-5 

SELECTED COMPARATIVE STATISTICS AND PICTURES OF ACTIVITIES 
(Taken from Annual Report of Greenville General Hospital System) 



Growth In population, reflecting the area’s continued 
progress, has a direct bearing on health care facilities of 
the Greenville Hospital System serving the people of Green- 
ville County. As a progressive medical center, some patients 
come from adjacent areas and neighboring states. 

According to studies and trends. Greenville County experi- 
enced a 24,8 per cent increase in population from 1959- 
1960. In 1967, Greenville County’s population is 234.500, 
with this estimate based on a detailed analysis of employ- 
ment, school enrollment, birth and death records, electri- 
cal power connections and ether available data. 

Economists and area planners predict Greenville County’s 
population will continue to grow, because of the area's 
strategic geographic location, desirable living conditions 
and economic vitality. They estimate Greenville County’s 
population v/ill be 293,700 in 1975 and 410.309 in 1555, 

These same studies Indicate that the population of the six- 
county northwestern region of South Carolina will increase 
from 5S5.519 in 1960 to about 909,009 in 1955. 

Briefly stated, these trends mean the population of G-een- 
ville County and the northwestern area of our state v.ilf 
almost double by 1955. 



1966 

1967 

PATIENTS DISCHARGED 

32,405 

33,957 

CLINIC VISITS 

29.635 

31,937 

EMERGENCY ROOM VISITS 

33,90-5 

42.224 

BIRTHS 

3,622 

4,042 

X-RAY EXAMINATIONS 

55.763 

67.866 

LABORATORY TESTS 

343,335 

515,008 

OPERATIONS 

17.469 

17,969 

PHYSICAL THERAPY VISITS 

26.640 

31.449 

ELECTROCARDIOGRAMS 

E.459 

9,816 

BLOOD TRANSFUSIONS 

5.773 

5,904 

MEALS SERVED 

1.164,134 

1,105,437 

UNEN LAUNDERED (POUNDS} 

2,651,145 

3,359.705 

PATIENT DAYS (ADULT) 

269.963 

279,855 

NUMBER EMPLOYEES 

PER IN-PATIENT 

1.9 

1.9 
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Necessity for proper audit 

Published reports of profit-seeking businesses customarilv contain nn 
expression by a certified public accountant of his opinion regarding the 
financial statements. The standard short form of independent auditor's 
report contains the following “opinion’" paragraph: 

In our opinion the accompanying balance sheet and statemcnt(s) of income 
and retained earnings present fairly the financial position of X Company at 
June 30, 19 — . and the results of its operations for the vear then ended, in 
conformin' with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 

Readers of financial reports of governmental units and of nonprofit 
entities are as entitled to the assurance of an independent auditor as are 
readers of financial statements of profit-seeking enterprises. In recognition 
of this fact, the inclusion of an opinion bv a certified public accountant in 
the annual report is a growing (but far from universal) practice in the 
case of governmental units and, also, in the case of nonprofit entities. The 
Comptroller General of the United States is responsible for auditing 
agencies of the federal government (statutory provision is made for the 
audit of business-type federal corporations by certified public account- 
ants). 

In a number of states, municipalities and state offices must, by law, be 
audited bv the state audit agenev; in other states, municipalities, and 
certain state offices, are to be audited by the state auditors only if they 
fail to secure audits by independent accountants. A nonprofit entity is 
subject to state audit law in several states if it is receiving, or has received, 
some financial support from a governmental unit, or simply because it is 
deemed to be in public interest to ascertain that contributed assets are 
properly accounted for and that the statements of the entity “present 
fairly its financial position and the results of its operations.” 

Audits by independent CPA’s 

The fact that the phrase “generally accepted accounting principles” is 
not interpreted the same wav in the case of governmental entities and 
nonprofit entities (and not the same for all categories of nonprofit enti- 
ties) as it is in the case of profit-seeking entities has led to some disagree- 
ment within the accounting profession as to the propriety of CPA’s using 
the standard short-form opinion with regard to the statements of govern- 
mental and nonprofit entities. The Committee on Auditing Procedure of 
the American Institute of Certified Public Accountants presently takes the 
position that: 4 


4 Committee on Auditing Procedure, AICPA, Auditing Standards and Procedures, 
Statements on Auditing Procedure No. 53 (New York, 1963), p. 90. 
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In those areas where the independent auditor believes generally accepted 
accounting principles have been clearly defined, he may state his opinion as 
to the conformity of the financial statements either with generally accepted 
accounting principles or (less desirably) with accounting practices for non- 
profit organizations in the particular field . . . 

If the independent auditor believes that generally accepted accounting 
principles have not been clearly defined for the category of nonprofit 
entity under examination, the AICPA Committee on Auditing Procedure 
recommends that disclosure of variances from accrual accounting state- 
ment presentation be made in the statements of the nonprofit entity, or in 
the footnotes to the statements, or, less preferablv, in the independent 
auditor’s report. If the independent auditor feels that the statements of the 
nonprofit entity are so at variance with those that would have been 
presented if accrual accounting principles had been applied, the commit- 
tee recommends that the auditor express the opinion that the statements do 
not present fairly the entity’s financial position or the results of its 
operations. 5 An adverse opinion would tend to have serious consequences 
on the ability of a voluntary nonprofit organization to secure contribu- 
tions, to borrow money, and even to secure the services of volunteer 
workers. In an effort to facilitate the continued existence of worthy 
organizations, certified public accountants have participated in the prepa- 
ration of accounting and reporting manuals such as those previously cited 
in this text. Members of the Committee on Relations with Nonprofit 
Organizations of the AICPA assisted in the preparation of the National 
Health Council and National Social Welfare Assembly manual, and the 
AICPA committee prepared a companion volume, Audits of Voluntary 
Health and Welfare Organizations, for use within the accounting profes- 
sion. Illustration 22-6 shows the report of the independent auditors which 
accompanied the Annual Report of the Comptroller of the City of Buf- 
falo, portions of which are presented in Illustrations 22-1, 22-2, and 22-3. 

Audits by governmental auditors 

Audits conducted by governmental agencies may be directed at the 
expression of an opinion on the fairness of the presentation of financial 
statements, just as are audits by certified public accountants. Three other 
objectives, however, are more common: 

1. The determination that applicable laws and regulations have been complied 

with by the entity under examination. 

2. The evaluation of agency financial management systems. 

3. The improvement of agency financial management. 

Adherence to laws. For many years the only objective of governmen- 
tal auditors was to determine that applicable laws and regulations had been 


5 Ibid., pp. 88-89. 
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Illustration 22-6 

CITY OF BUFFALO 
Annual Report of the Comptroller — 1967 


Arthur Youhg s Com pa nr 

-o^t BUiuO'^O 
S^rrji-2 »«K« i4»D3 

A CCOUSTA NTS * R E PORT 

The Honorable George D. O'Connell 
Comptroller of the City of Buffalo 
Buffalo, New York 

We have examined the accompanying balance sheets of the 
various funds of the City of Buffalo at June 30, 1967 and the 
related statements of revenues, expenditures and surplus for the 
year then ended. Exhibits A through H and J, except for the funds 
of the Board of Education of the City of Buffalo included in 
Exhibits J. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests 
of the accounting records and such other auditing procedures as 
we considered necessary in the circunstances. 

It is the practice of the City of Buffalo to keep accumu- 
lative balances of accounts for lands, buildings, structures and 
equipment, designated as General Fixed Assets and Utility Plant 
in Service. Retirements qt such items are recorded only *ben 
properties are sold. It was not practicable for us to verify the 
accumulated balances, however, we did test additions to the fixed 
assets for the fiscal year under review. 

In our opinion, except for the above comment with respect 
to General Tixed Assets and Utility Plant in Service, and for the 
funds of the Board of Education which we did not examine, the 
statements mentioned above present fairly the financial position 
of the various funds of the City of Buffalo at June 30, 1967 and 
the results of their operations for the year then ended, in con- 
formity with generally accepted principles of municipal accounting 
applied on a basis consistent with that of the preceding year. 



September 12, 1967 
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adhered to by the office under examination. A number of state audit 
agencies appear to have this view even today. The United States General 
Accounting Office, the office which audits civilian and military agencies 
of the federal government, was primarily concerned with the legality of 
disbursements, and the matching of expenditures with proper appropria- 
tions, until shortly after World War II. 

Evaluation of financial management systems. Governmental auditors, 
encouraged by study groups such as the Hoover Commissions, have in the 
past two decades made considerable progress in changing from the rather 
sterile objective of determining that applicable laws were followed to the 
considerably broadened objective of evaluating agency financial manage- 
ment systems. Since the mid- 1960’s, the annual reports of the Comptroller 
General of the United States have stressed that increasing emphasis is 
being placed upon making examinations into the operation of agency 
financial management systems. As a part of such examinations, specific 
attention is devoted to evaluating the effectiveness of agency accounting 
systems in producing useful financial information, in assisting in the 
control of resources, and in otherwise achieving the objectives for federal 
agency accounting prescribed by the Congress. 

The final phrase in the preceding sentence emphasizes that the determi- 
nation that applicable laws have been adhered to is still a part of the duty 
of governmental auditors, even though the primary objective of the 
examination may have been considerably broadened, as has been the case 
for the General Accounting Office and audit agencies of certain other 
jurisdictions. 

Improvement of agency financial management. The General Account- 
ing Office issues reports to the Congress if, in the Comptroller General’s 
judgment, congressional consideration or action appears necessary. The 
majority of the audit reports, however, are directed to agency officials, 
consistent with the statement by the Comptroller General that one of the 
principal objectives of the work of the GAO is to assist the agencies in 
bringing about greater effectiveness, efficiency, and economy in the con- 
duct of their programs and activities. 

Because of the immensity of the federal government operations and the 
relatively small size of its audit staff, the policy of the General Account- 
ing Office has been to direct its attention to the areas which are expected 
to be most productive of significant findings and recommendations for 
improving operations. Accordingly, most GAO reports are concerned 
with specific activities, and arc not intended as overall evaluations of 
agency performance. Illustration 22-7 presents an example of the sum- 
mary report on a review of potential savings by buying rather than leasing 
specialized transportation equipment by the Department of the Air Force. 
Interested parties are furnished with a detailed report supporting the 
summary. 
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COMPTHOLLCn CENCHAL Or THE UNITED STATES 
washing row. o c. taua 


B-133019 

To the President of the Senate and the 
Speaker of the House of Representatives 

The General Accounting Office has made a review of the Air Force 
system for redistributing excess parts and other material from Air Force 
bases to supply depots. This report presents our findings and corrective 
actions taken by the Air Force. 

Our review showed that, during the last 3 months of 1966, three Air 
Force supply depots received over 370,000 shipments of items from var- 
ious Air Force bases. On the basis of our tests, we estimate that over 
125,000, or about 34 percent, of these shipments were uneconomical for 
two reasons. They involved material with which the Air Force was al- 
ready well supplied or was in an excess position or material with a value 
less than the costs incurred for its return. 

We estimate that the packaging, handling, and other administrative 
costs incurred in connection with the uneconomical shipments received at 
the three depots totaled about $1.3 million for the 3 months. If the condi- 
tions found during this 3-month period are representative of the conditions 
existing for the entire year, these costs could amount to over $5 million 
for the year. Because of the many factors involved in estimating trans- 
portation costs, we did not attempt to estimate such costs with respect to 
the above shipments. However, it is evident that substantial transporta- 
tion costs were also incurred in connection with these uneconomical ship- 
ments. 


In general, the uneconomical shipments were made because: 

--procedures for screening excesses did not call for determination 
of stock status for certain types of items before authorization of 
their return, 

--procedures called for return of unserviceable items without a de- 
termination as to whether there was sufficient serviceable stock 
already available, and 
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Illustration 22-7 (continued) 


B-133019 


--procedures did not provide for consideration of the value of the 
material being returned in relation to the costs to be incurred 
for shipment. 

During our review, Air Force officials advised us of two systems 
which they believed would prevent uneconomical returns to the depots of 
much of this material in the future. 

When we brought our findings to the attention of the Secretary of 
Defense, we pointed out that these new systems would not apply to all 
items. In order to prevent uneconomical shipment of the items not 
covered by the two systems, we proposed that retention levels be estab- 
lished so that Air Force bases could retain limited quantities of these 
items in excess of their requisitioning objectives. Such retention levels 
would apply unless the items were needed elsewhere, were obsolete, or 
their retention would entail an increase in overall base storage costs 
that would exceed the value of the items. 

The Deputy for Supply and Maintenance, Office of the Assistant 
Secretary of the Air Force (Installations and Logistics), commented on 
our findings and proposal by letter dated October 3, 1967. He stated that 
the Air Force concurred in our proposal and was modifying its current 
policy to require bases to retain up to a 365-day level of supply of mate- 
rial in excess of base requisitioning or reorder level, and for which there 
would be a possible need based on past demands. 

IV e believe that the course of action outlined by the Air Force, if 
properly implemented, will be effective. We were also informed that the 
Air Force Auditor General would look into the area of redistribution of 
base excess materials during the latter half of fiscal year 1968. We will 
inquire into the effectiveness and adequacy of these actions during future 
reviews. 

Copies of this report are being sent to the Director, Bureau of the 
Budget; the Secretary of Defense; and the Secretary of the Air Force. 

Comptroller General 
of the United States 


Summary 

Auditing and reporting are important in government because both help 
to protect the taxpayers’ financial interests. It may be said that they arc 
probably more important in government than in private enterprise. In the 
first place, there is a tendency in the public mind to judge officials by the 
amount of monev thev spend rather than by the economy and efficiency 
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with which their offices arc operated. In the second place, the two-party 
system of government leads to dissemination of much unofficial and 
unauthentic information. Independent audits and reports arc especially 
salutary in coping with these conditions. It must be admitted, however, 
that the real use of governmental financial reports by the general public is 
so slight as to be almost negligible. 
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QUESTIONS 

1. To what end is all governmental accounting directed? 

2. If you were the chief financial officer of a medium-sized municipality, what 
should you use as your principal source for determining whether your 
reports meet established standards? To what source would you go if you 
were chief financial officer of a hospital? of a charitable organization? of a 
college? 

3. What nonaccounting and nonstatistical information needs to be presented 
to the constituents of a nonprofit entity 7 ? 

4. The standard short-form opinion used by certified public accountants sets 
forth that the financial statements are presented in conformity with “gen- 
erally accepted accounting principles.” What is the meaning of this phrase 
in governmental accounting? 

5. Is the failure of a local governmental unit to adhere to “generally accepted 
principles” of governmental accounting always the fault of the financial 
employees of that unit? 

6. If you are a private accountant engaged to audit governmental accounts, 
what special interest should you have in the appropriation ordinance for 
the year in which your work is done? 

7. If a large municipality 7 regularly issues comprehensive reports of a popular 
nature, prepared by its own accounting and auditing staff, should this sup- 
plant audits and technical reports by independent auditors? Why? 

8. Suppose that in auditing the accounts and transactions of a trust fund, you 
are confronted with a lack of conclusive evidence as to what the fund is 
supposed to do and can legally do. How would this affect the nature of 
your report, and what recommendation would y 7 ou make? 

9. In audits of mercantile and manufacturing enterprises, a major responsibility 7 
of the auditor is verification and valuation of inventories. Does this problem 
appear in the audit of any 7 kinds of governmental activity 7 ? 

10. a) Outline an audit program to be followed in the audit of a large endow- 

ment fund held by a charitable institution. The assets consist principally 7 
of securities. This is y 7 our first audit of the fund. 
b) Prepare an illustration of the principal working paper or papers you 
would use in the verification of the securities and the income from 
securities of the endowment fund. You need not use figures, provided 
the heading of each column is specific or provided you indicate what 
would be entered in each column. 


(A1CPA) 
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PROBLEMS 

1. The following data were taken from the accounts of the town of Ridgcdale 
after the books had been closed for the fiscal year ending Jane 30, 1969: 


Balances 

6-30-68 

Cash $180,000 

Taxes receivable 20,000 

$ 200 , 000 ' 


Allowance for uncollectible 

taxes $ 4,000 

Vouchers payable 44,000 

Due to working capital fund . 2,000 

Due to sinking fund 10,000 

Reserve for encumbrances . . . 40,000 

Unappropriated surplus 100,000 

$ 200 , 000 * 


FY 1969 Changes 

Balances 

Debits 

Credits 

6-30-69 

$ 955,000 

S 880,000 

$255,000 

809,000 

781,000 

48,000 


S 303,000 


6,000 

9,000 

$ 7,000 

880,000 

889,000 

53,000 

7,000 

10,000 

5,000 

60,000 

100,000 

50,000 

40,000 

47,000 

47,000 

20,000 

61,000 

141,000 

S2, 777, 000 

$2, 777, 000 

$303,000 


The following additional data are available: 

(1) The budget for the year provided for estimated revenues of $1,000,000 and appro- 
priations of $965,000. 

(2) Expenditures totaled $942,000, including $37,000 chargeable against the Reserve for 
Encumbrances. 

Required: 

Prepare as many of the statements and schedules which should be a part of 
the town of Ridgedale annual report for fiscal year 1969 as you can from 
the data given. 

(AICPA, adapted) 


2. The town of Springfield had poor internal control over its cash transactions. 
The facts about its cash position at November 30 were as follows: The cash 
books showed a balance of §19,101.62, which included cash on hand. A credit 
of §300 on the bank’s records did not appear on the books of the town. The 
balance per the bank statement was $15,750; and outstanding checks were 
No. 62 for $116.25, No. 183 for §150, No. 284 for §253.25, No. 8621 for 
§190.71, No. 8623 for §206.80, and No. 8632 for $145.28. 

The treasurer removed all the cash on hand in excess of §3,794.41 and 
then prepared the following reconciliation: 


Balance per books, November 30 S 19, 101. 62 

Add: Outstanding checks: 

No. 8621 S190.71 

No. 8623 206.80 

No. 8632 145.28 442.79 

$19,544.41 

Deduct: Cash on hand 3,794.41 

Balance per bank, November 30 $15,7 50.00 

Deduct: Unrecorded credit 300.00 

True cash, November 30 SI 5,450.00 
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a) How much did the treasurer remove, and how did he attempt to conceal 
his theft? 

b) Taking only the information given, name two specific features of internal 
control which were apparently missing. 

c) If the treasurer’s October 3 1 reconciliation is known to be in order and 
you start your audit on December 5, for the year ended November 30, 
what specific auditing procedures would uncover the fraud? 

(AICPA, adapted) 


3. The city Hospital Board of Trustees is puzzled because the hospital has had 
a bad operating year for the year 196S; but still, the hospital net working 
capital has increased over the previous year. The net loss for the year was 
$84,674. As the auditor, you are asked to explain the reason for such a situa- 
tion to the board of trustees. 

You arc acquainted with the following facts and figures: 

After the books were closed, office supplies worth $9,326, which had been 
previously charged to expense, were inventoried. This amount was added to 
the general fund balance as of December 31, 1968. 

During the year 1968, assets costing S62,000, on which accumulated de- 
preciation was $18,000, were sold for $30,000, and the difference charged to 
the operating loss. 


December 51 


Assets 

1969 

1967 

Cash 

$ 156,561 

$ 1S9,2S4 

Certificates of deposit 

50,000 

40,000 

Accounts receivable 

456, 5S0 

401,950 

Interest receivable 

500 

600 

Inventories 

108,597 

97,975 

Deferred charges 

S.599 

n,4Sj 

Total Current Assets 

S 7S0.237 

S 741,274 

Fixed assets 

4,594,457 

4,532,610 

Allowance for depreciation 

(969.719) 

(790,654) 

Investments 

1 5,597 

2,445 

Total Assets 

S4.420.572 

$4,485,675 

Liabilities ami Equities 



Accounts payable 

S 1SI.I22 

$ 171, 64S 

Accrued expenses 

2,233 

1,475 

Total Current Liabilities 

S 183,355 

S 173,121 

Reserve for pensions 

90,000 

89,989 

General fund balance 

4,147,217 

4,222,565 

Total Liabilities and Equities 

S4,420,572 

$4,485,675 


Prepare an analysis suitable for presentation to the board. 

(1'HFMA, adapted) 


4. The clerk-treasurer of the city of Liberty is to resign on October 15, 1969, 
and you arc assigned there on that date to audit the records and accounts 
as of that date. You verify the cash on hand and not deposited ro be ?2,36I. 
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The previous audit, ended on December 31, 1968, showed the following 
condition of funds on that date: 


General fund balance $48,000 

Park fund balance 6,350 

Cemetery fund balance 1,500 

Street fund balance 150 

Police and firemen’s pension fund balance 52,000 $108,000 


Balance in banks, December 31 S54.570 

Outstanding checks, December 31 300 $ 54,270 

Investments, pension fund, December 31 45,250 

Cash on hand 8,4S0 

$108,000 


Your audit reveals transactions entered on the records for the period as 
follows: 


Cash received for the general fund: taxes, $85,000; licenses, $1,200; court fees, $600; 
miscellaneous, $200. Park fund: concessions and rents, $900. Cemetery fund: lots and 
service, $2,400. Street funds: gas tax, $17,500; refunds on driveway paving. $300. Pen- 
sion fund: assessments, $450; interest, $1,100; investments cashed, $15,000. 

Cash disbursements for the general fund: $101,000. Park fund, $8,000. Cemetery fund, 
$2,700. Street fund, $16,400. Pension fund, $22,000, including $15,000 for investments. 

Your investigation reveals that cash was received by the clerk-treasurer and 
not entered or charged on the' record, as follows: license fees, §650; con- 
cessions at park, §350; driveway paving by city, reimbursed by individuals, 
§90. 

Also, it is revealed that §700 was disbursed from the park fund instead of 
the general fund, an error in posting. The clerk-treasurer overpaid his own 
salary from the general fund §150; and when his attention was called to this, 
he volunteered the information that he had also advanced himself §100 from 
the cash drawer in September, 1969. 

A second check was issued to a street laborer for §80, correcting a check 
issued in the previous month. The original check was issued for §85 but was 
not canceled on the record or returned, but was cashed for the payee by the 
clerk-treasurer, as evidenced by the endorsement on the check. 

The balance in banks at the close of business on October 15, 1969, was 
§35,526; pension fund investments, verified, were §40,000; and outstanding 
checks, verified, were §688. 

Prepare a financial statement of all funds for the period, as shown by the 
records; and reconcile the total funds as of October 15, 1969, with bank, in- 
vestments, and cash on hand. 

Prepare an itemized statement of any discrepancies for which you will 
require the clerk-treasurer to make settlement; and outline how the settle- 
ment shall be made, so that each fund will show the proper and correct 
balance after adjustment and the total in all funds will agree with cash funds 
in the bank and investments on hand. 

(Indiana State Board of Accounts, adapted) 
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5. You are auditing the accounts of a town clerk-treasurer. You find, in the 
ledger, accounts for a general fund, a street fund, and a bond fund. The 
original advertised budget for die street fund for the year you arc examining 
consisted of the following three appropriations only: 

Labor. $24,800 

Materials 26,500 

Equipment 1S.000 

In the appropriation and disbursement ledger accounts, you find the follow- 
ing record of transactions under the street fund: 


LABOR ACCOUNT 


Date 

Description 

Warrant 

Appro- 

priation 

Dis- 
burse- 
ments J 

Appro- 

priation 

Balance 

Jan. 

1 

From advertised budget 


$24,800 

M 

$24,800 


28 

Street labor 

115-142 



18,460 

Feb. 

23 

Street labor 

219-241 


KsSSl 

15,220 

Mar. 

8 

Street labor 

252-263 


2,460 

12,760 

Apr. 

15 

Director of Internal Revenue, for 







withholding tax 

294 


1,204 

11,556 

June 

10 

Labor on municipal parking lots. . 

371-388 


7,320 

4,236 

July 

15 

Director of Internal Revenue, for 







withholding tax 

424 


732 

3,504 

Oct. 

18 

Street labor 

510-523 


3,200 

304 

Dec. 

31 

Director of Internal Revenue, for 







withholding tax 

621 


304 



MATERIALS ACCOUNT 


Date 

Description 

Warrant 

Appro- 

priation 

Dis- 

burse- 

ments 

Appro- 

priation 

Balance 

Jan. 

1 

From advertised budget 


$26,500 

mu 



20 

Asphalt mix for street 

309 


HEsms* 

■S3 

Feb. 

21 

Repair of truck used on street. . . . 

217 


Wtm 

16,000 

Mar. 

12 

Purchased used truck for street . . . 

268 



12,400 

Apr. 

15 

Auditor of State, gasoline tax dis- 







tribution 


4,920 


17,320 

May 

12 

Gas and oil for street trucks 

301 


2,490 

14,830 

June 

6 

Tile 

367 


4,000 

10,830 

July 

14 

Concrete for building fireplaces in 







park 

422 


800 

10,030 

Aug. 

7 

Street lights (utility bill) 

451 


2,280 

7,750 

Sept. 

29 

Refund received on tile purchased 







by warrant No. 367 


too 


7,850 

Oct. 

18 

Labor on street 

524-532 


2,420 

5,430 

Nov. 

2 

Reimbursement for cutting weeds 







on private property 


40 


5,470 

Dec. 

11 

To contractor for paving street . . . 

612 


6,000 

530 


31 

Additional appropriations as ad- 







vertised on this date 


530 
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EQUIPMENT ACCOUNT 


Date 

Description 

Warrant 

Appro- 

priation 

Dis- 
til Tie- 
mens 

Appro- 

priation 

Balance 

Jan. | 

1 

From advertised budget 


SI 8,000 


S 18,000 


9 

Grading erjuipment 



$16,000 

2,000 

Feb. 

10 

Fire hydrants for street curb 

189 


1,500 

500 


19 

Shovels, picks, and tools 

20S 

: 

420 

SO 


Without consideration of the dates or amounts paid in relation to the 
purpose or of the number of times any particular item occurs, what com- 
ments and questions would you have in examining the above accounts? 

(Indiana State Board of Accounts, adapted) 













Appendix 1 

Governmental Accounting 
Terminology 1 


Abatement. A complete or partial cancellation of a levy imposed by a 
governmental unit. Abatements usually apply to tax levies, special as- 
sessments, and service charges. 

Accountabilities. Those resources for which a person or organization 
(including a governmental unit) must render an accounting, although 
he or it may not be personally liable for them. For example, a public 
official is responsible for the cash and other assets under his control and 
must account for them. Moreover, even if a trustee has disbursed all 
funds confided to his care and has relieved himself of liability, he is still 
obligated to account for them, and the items are, therefore, accountabil- 
ities. 

Account Number. See Coding and Symbolization. 

Accounting Period. A period at the end of which, and for which, 
financial statements are prepared. See also Fiscal Period. 

Accounting Procedure. The arrangement of all processes which dis- 
cover, record, and summarize financial information to produce financial 
statements and reports and to provide internal control (q.v.). 2 
Accounting System. The total structure of records and procedures 
which discover, record, classify, and report information on the financial 
position and operations of a governmental unit or any of its fund, 
balanced account groups, and organizational components. 

Accounts Receivable. Amounts owing on open account from private 
persons, firms, or corporations for goods and sendees furnished by a 
governmental unit (but not including amounts due from other funds of 
the same governmental unit). 

1 Most of die definitions in this list of terms are taken by permission from 
Governmental Accounting, Auditing, and Financial Reporting (Chicago, 1968), pp. 
151-72, published by the National Committee on Governmental Accounting. A small 
number of definitions were supplied by the authors. They are indicated by an 
asterisk (*). 

- The letters “q.v.” signify “which see.” 

694 
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Note. Although taxes and assessments receivable arc covered by this 
term, they should each be recorded and reported separately in Taxes 
Receivable and Special Assessments Receivable accounts. Similarly, 
amounts due from other funds or from other governmental units should 
be reported separately. 

Accrual Basis. The basis of accounting under which revenues are re- 
corded when earned and expenditures arc recorded as soon as they 
result in liabilities for benefits received, notwithstanding- that the receipt 
of the revenue or the payment of the expenditure may take place, in 
whole or in part, in another accounting period. Sec also Accrue and 
Levy. 

Accrue. To record revenues when earned and to record expenditures as 
soon as they result in liabilities for benefits received, notwithstanding 
that the receipt of the revenue or payment of the expenditure may take 
place, in whole or in part, in another accounting period. See also 
Accrual Basis, Accrued Expenses, and Accrued Revenue. 

Accrued Expenses. Expenses incurred during the current accounting 
period but which are not payable until a subsequent accounting period. 
See also Accrual Basts and Accrue. 

Accrued Income. See Accrued Revenue. 

Accrued Interest on Investments Purchased. Interest accrued on in- 
vestments between the last interest payment date and the date of 
purchase. The account is carried as an asset until the first interest 
payment date after date of purchase. At that time an entry is made 
debiting Cash and crediting the Accrued Interest on Investments Pur- 
chased account for the amount of interest purchased and an Interest 
Earnings account for the balance. 

Accrued Interest Payable. A liability' account which represents the 
amount of interest accrued at the balance sheet date but which is not 
due until a later date. 

Accrued Revenue. Revenue earned during the current accounting pe- 
riod but which is not collected until a subsequent accounting period. 
See also Accrual Basis and Accrue. 

Accrued Taxes Payable. A liability* for taxes which have accrued since 
the last payment date but which are not yet due. Normally, this liability 
will be found only in the enterprise fund of a governmental unit. 

Accrued Wages Payable, A liability^ for wages earned by employees 
between the last payment date and the balance sheet date but which are 
not y r et due. 

Accumulated Depreclation. See Allowance for Deprecation. 

Acquisition Adjustment. Premium paid for a utility plant, over and 
above original cost less depreciation. Similar to goodwill in nonmonop- 
olistic enterprises.* 
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Activity. A specific and distinguishable line of work performed by one 
or more organizational components of a governmental unit for the 
purpose of accomplishing a function for which the governmental unit is 
responsible. For example, “Food Inspection” is an activity 7 performed in 
the discharge of the “Health” function. See also Function, Subfunc- 
tion, and Sub activity. 

Activity Classification. A grouping of expenditures on the basts of 
specific lines of work performed by organization units. For example, 
sewage treatment and disposal, garbage collection, garbage disposal, and 
street cleaning are activities performed in carrying out the function of 
sanitation, and the segregation of the expenditures made for each of 
these activities constitutes an activity classification. 

Actuarial Basis. A basis used in computing the amount of contributions 
to be made periodically to a fund so that the total contributions plus the 
compounded earnings thereon will equal the required payments to be 
made out of the fund. The factors taken into account in arriving at the 
amount of these contributions include the length of time over which 
each contribution is to be held and the rate of return compounded on 
such contribution over its life. A trust fund for a public employee 
retirement system is an example of a fund set up on an actuarial basis. 

Ad Valorem. In proportion to value. A basis for levy of taxes upon 
property.* 

Agency Fund. A fund consisting of resources received and held by the 
governmental unit as an agent for others; for example, taxes collected 
and held by a municipality for a school district. 

Note. Sometimes resources held by one fund of a governmental unit 
for other funds of the unit are handled through an agency fund. An 
example would be taxes held by an agency fund for redistribution 
amony other funds. See also Allocation. 

Allocate. To divide a lump-sum appropriation into parts which are 
designated for expenditure by specific organization units and/or for 
specific purposes, activities, or objects. See also Allocation. 

Allocation. A part of a lump-sum appropriation which is designated for 
expenditure by specific organization units and/or for special purposes, 
activities, or objects. See also Allocate. 

Allot. To divide an appropriation into amounts which may be encum- 
bered or expended during an allotment period. See also Allotment and 
Allotment Period. 

Allotment. A part of an appropriation which may be encumbered or 
expended during an allotment period. See also Allot and Allotment 
Period. 

Allotment Period. A period of time less than one fiscal year in length 
during which an allotment is effective. Bimonthly and quarterly allot- 
ment periods are most common. See also Allot and Allotment. 
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Allotment Ledger. A subsidiary ledger which contains an account for 
each allotment (q.v.) showing the amount allotted, expenditures, en- 
cumbrances, the net balance, and other related information. See also 
Appropriation Ledger. 

Allowance for Amortization. The account in which arc accumulated 
the amounts recorded as amortization of the intangible asset to which 
the allowance relates.* 

Allowance for Depreciation. The account in which are accumulated 
the amounts of cost of the related asset which have been charged to 
expense. 

Amortization. (1) Gradual reduction, redemption, or liquidation of the 
balance of an account according to a specified schedule of times and 
amounts. (2) Provision for the extinguishment of a debt bv means of a 
Debt Service Fund (q.v.). 

Annuities Payable. A liability account which records the amount of 
annuities due and payable to retired employees in a public employee 
retirement system. 

Annuity. A series of equal money payments made at equal intervals 
during a designated period of time. In governmental accounting the 
most frequent annuities are accumulations of debt service funds for 
term bonds and payments to retired employees under public employee 
retirement systems. 

Annuity, Amount of. The total amount of money accumulated or paid 
during an annuity period from an annuity and compound interest at a 
designated rate. 

Annuity Period. The designated length of time during which an amount 
of annuity is accumulated or paid. 

Apportionment. See Allotment. 

Appraisal. (1) The act of appraising. See Appraise. (2) The estimated 
value resulting from such action. 

iD 

Appraise. To make an estimate of value, particularly of the value of 
property. 

Note. If the property is valued for purposes of taxation, the less 
inclusive term “assess” (q.v.) is substituted for the above term. 

Appropriation. An authorization granted by a legislative body to make 
expenditures and to incur obligations for specific purposes. 

Note. An appropriation is usually limited in amount and as to the 
time when it may be expended. See, however, Indeterminate Appro- 
priation. 

Appropriation Bill, Ordinance, Resolution, or Order. A bill, ordi- 
nance (q.v.), resolution (q.v.), or order (q.v.) by means of which 
appropriations are given legal effect. It is the method by which the 
expenditure side of the budget (q.v.) is enacted into law by the legisla- 
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tive body. In many governmental jurisdictions appropriations cannot be 
enacted into law by resolution but only by a bill, ordinance, or order. 

Appropriation Expenditure. An expenditure chargeable to an appropria- 
tion. 

Note. Since virtually all expenditures of governmental units arc 
chargeable to appropriations, the term Expenditures by itself is widely 
and properly used. 

Appropriation Expenditure Ledger. See Appropriation Ledger. 

Appropriation Ledger. A subsidiary ledger containing an account for 
each appropriation. Each account usually shows the amount originally 
appropriated, transfers to or from the appropriation, amounts charged 
against the appropriation, the net balance, and other related informa- 
tion. If allotments are made and a separate ledger is maintained for 
them, each account in the appropriation ledger usually shows the 
amount appropriated, transfers to or from the appropriation, the 
amount allotted, and the unallotted balance. See also Allotment 
Ledger. 

Assess. To value property officially for the purpose of taxation. 

Note. The term is also sometimes used to denote the levy of taxes, 
but such usage is not correct because it fails to distinguish between the 
valuation process and the tax levy process. 

Assessed Valuation. A valuation set upon real estate or other property 
by a government as a basis for levying taxes. 

Assessment. ( I ) The process of making the official valuation of property 
for purposes of taxation. (2) The valuation placed upon property as a 
result of this process. 

Assessment Roll. In the case of real property, the official list containing 
the legal description of each parcel of property and its assessed valua- 
tion. The name and address of the last known owner are also usually 
shown. 

In the case of personal property, the assessment roll is the official list 
containing the name and address of the owner, a description of the 
personal property, and its assessed value. 

Assets. Property owned by a governmental unit which has a monetary 
value. 

Note. Conventionally, debit balances subject to final disposition, such 
as deferred charges and prepaid expenses, are classified as assets at 
closing periods, even though the stated values may not represent the 
realizable values. 

Audit. The examination of documents, records, reports, systems of inter- 
nal control, accounting and financial procedures, and other evidence for 
one or more of the following purposes: 

a) To ascertain whether the statements prepared from the accounts 



Appendix 1 — Governmental accounting terminology 699 

present fairly the financial position and the results of financial 
operations of the constituent funds and balanced account croups 
of the governmental unit in accordance with generally accepted 
accounting principles applicable to governmental units and on a 
basis consistent with that of the preceding year. 

b) To determine the propriety, legalitv, and mathematical accuracy 
of a governmental unit’s financial transactions. 

c) To ascertain whether all financial transactions have been properly 
recorded. 

d) To ascertain the stewardship of public officials who handle and are 
responsible for the financial resources of a governmental unit. 

Audit Program. A detailed outline of work to be done and the procedure 
to be followed in any given audit. 

Audit Report. The report prepared by an auditor covering the audit or 
investigation made by him. As a rule, the report should include: (a) a 
statement of the scope of the audit; ( b ) explanatory comments (if any) 
concerning exceptions by the auditor as to application of generally 
accepted auditing standards; ( c ) opinions; ( d ) explanatory comments 
(if any) concerning; yerification procedures; (e) financial statements 
and schedules; and (f) sometimes statistical tables, supplementary com- 
ments, and recommendations. The auditor’s signature follows item ( c ) 
or (d). 

Audited Claims Payable. Claims which have been processed and are 
eligible for payment.* 

Audited Voucher. A voucher which has been examined and approved 
for payment. 

Auditor’s Opinion. A statement signed by an auditor in which he states 
that he has examined the financial statements in accordance with gener- 
ally accepted auditing standards (with exceptions, if any) and in which 
he expresses his opinion on the financial condition and results of opera- 
tions of some or all of the constituent funds and balanced account 
groups of the governmental unit, as appropriate. 

Authority. A governmental unit or public agency created to perform a 
single function or a restricted group of related activities. Usually such 
units are financed from service charges, fees, and tolls, but in some 
instances they also have taxing powers. An authority may be com- 
pletely independent of other governmental units, or in some cases it 
may be partially dependent upon other governments for its creation, its 
financing, or the exercise of certain powers. 

Authority Bonds. Bonds payable from the revenues of a specific author- 
ity (q.v.). Since such authorities usually have no revenue other than 
charges for services, their bonds are ordinarily revenue bonds (q.v.). 

Automatic Data Processing (ADP). See Electronic Data Processing 

(EDP). 
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Balance Sheet. A statement which discloses the assets, liabilities, re- 
serves, and equities of a fund or governmental unit at a specified dare, 
properly classified to exhibit financial position of the fund or unit at 
that date. 

Note. If a single balance sheet is prepared for several funds, it must 
be in columnar or sectional form so as to exhibit the accounts of each 
fund and balanced account group individually. 

Betterment. An addition made to, or change made in, a fixed asset 
which is expected to prolong its life or to increase its efficiency over 
and above that arising from maintenance (q.v.) and the cost of which is 
therefore added to the book value of the asset. 

Note. The term is sometimes applied to sidewalks, sewers, and high- 
ways, but these should preferably be designated as “improvements’’ 
(q.v.). 

Bond. A written promise to pay a specified sum of money, called the face 
value or principal amount, at a specified date or dates in the future, 
called the maturity date(s), together with periodic interest at a speci- 
fied rate. 

Note. The difference between a note and a bond is that the latter 
runs for a longer period of time and requires greater legal formality. 

Bond Anticipation Notes. Short-term interest-bearing notes issued by a 
governmental unit in anticipation of bonds to be issued at a later date. 
The notes are retired from proceeds of the bond issue to which they are 
related. See also Interim Borrowing. 

Bond Discount. The excess of the face value of a bond over the price for 
which it is acquired or sold. 

Note. The price does not include accrued interest at the date of 
acquisition or sale. 

Bond Fund. A fund formerly used to account for the proceeds of general 
obligation bond issues. Such proceeds are now accounted for in a 
Capital Projects Fund (q.v.). 

Bond Indenture. The contract between a corporation issuing bonds and 
the trustees or other body representing prospective and actual holders 
of the bonds.* 

Bond Ordinance or Resolution. An ordinance (q.v.) or resolution 
(q.v.) authorizing a bond issue. 

Bond Premium. The excess of the price at which a bond is acquired or 
sold over its face value. 

Note. The price does not include accrued interest at the date of 
acquisition or sale. 

Bonded Debt. That portion of indebtedness represented by outstanding 
bonds. See Gross Bonded Debt and Net Bonded Debt. 

Bonded Indebtedness. See Bonded Debt. 
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Bonds Authorized and Unissued. Bonds which have been lcgnllv author- 
ized but not issued and which can be issued and sold without further 
authorization. 

Note. This term must not be confused with the term “margin of 
borrowing power” or “legal debt margin,” either one of which repre- 
sents the difference between the legal debt limit (q.v.) of a governmen- 
tal unit and the debt outstanding against it. 

Books of Original Entry. The record in which the various transactions 
arc formally recorded for the first time, such as the cash journal, check 
register, or general journal. Where mechanized bookkeeping methods 
arc used, it may happen that one transaction is recorded simultaneously 
in several records, one of which may be regarded as the book of original 
entry. 

Note. Memorandum books, check stubs, files of duplicate sales in- 
voices, etc., whereon first or prior business notations may have been 
made, are not books of original entry in the accepted meaning of the 
term, unless they are also used as the media for direct posting to the 
ledgers. 

Book Value. Value (q.v.) as shown by books of account. 

Note. In the case of assets which are subject to reduction by valua- 
tion allowances, “book value” refers to cost or stated value less the 
appropriate allowance. Sometimes a distinction is made between “gross 
book value” and “net book value,” the former designating value before 
deduction of related allowances and the latter after their deduction. In 
the absence of any modifier, however, the term “book value” is under- 
stood to be synonymous with “net book value.” 

Budget. A plan of financial operation embodying an estimate of proposed 
expenditures for a given period and the proposed means of financing 
them. Used without any modifier, the term usually indicates a financial 
plan for a single fiscal year. 

Note. The term “budget” is used in two senses in practice. Some- 
times it designates the financial plan presented to the appropriating 
body for adoption and sometimes the plan finally approved by that 
body. It is usually necessary to specify whether the budget under 
consideration is preliminary and tentative or whether it has been ap- 
proved by the appropriating body. See also Current Budget, Capital 
Budget, Capital Program, and Long-Term Budget. 

Budget Document. The instrument used by the budget-making author- 
ity to present a comprehensive financial program to the appropriating 
body. The budget document usually consists of three parts. The first 
part contains a message from the budget-making authority, together 
with a summary of the proposed expenditures and the means of financ- 
ing them. The second consists of schedules supporting the summary. 
These schedules show in detail the information as to past years’ actual 
revenues, expenditures, and other data used in making the estimates. 
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The third part is composed of drafts of the appropriation, revenue, and 
borrowing measures necessary to put the budget into effect. 

Budget Message. A general discussion of the proposed budget as pre- 
sented in writing by the budget-making authority to the legislative 
body. The budget message should contain an explanation of the princi- 
pal budget items, an outline of the governmental unit’s experience 
during the past period and its financial status at the time of the message, 
and recommendations regarding the financial policy for the coming 
period. 

Budgetary Accounts. Those accounts which reflect budgetary opera- 
tions and condition, such as estimated revenues, appropriations, and 
encumbrances, as distinguished from proprietary accounts. See also 
Proprietary Accounts. 

Budgetary Control. The control or management of a governmental unit 
or enterprise in accordance with an approved budget for the purpose of 
keeping expenditures within the limitations of available appropriations 
and available revenues. 

Buildings. A fixed asset account which reflects the acquisition value of 
permanent structures used to house persons and property owned by a 
governmental unit. If buildings are purchased or constructed, this ac- 
count includes the purchase or contract price of all permanent buildings 
and fixtures attached to and forming a permanent part of such build- 
ings. If buildings are acquired by gift, the account reflects their ap- 
praised value at time of acquisition. 

Callable Bond. A type of bond which permits the issuer to pay the 
obligation before the stated maturity date by giving notice of redemp- 
tion in a manner specified in the bond contract. Synonym: Optional 
Bond. 

Capital Assets. See Fixed Assets. 

Capital Budget. A plan of proposed capital outlays and the means of 
financing them for the current fiscal period. It is usually a part of the 
current budget. If a Capital Program is in operation, it will be the first 
year thereof. A Capital Program is sometimes referred to as a Capital 
Budget. See also Capital Program. 

Capital Expenditures. See Capital Outlays. 

Capital Improvement Program. See Capital Program. 

Capital Outlays. Expenditures which result in the acquisition of or 
addition to fixed assets. 

Capital Program. A plan for capital expenditures to be incurred each 
year over a fixed period of years to meet capital needs arising from the 
long-term work program or otherwise. It sets forth each project or 
other contemplated expenditure in which the government is to have a 
part and specifics the full resources estimated to be available to finance 
the projected expenditures. 
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Capital Projects Fund. A fund created to account for all resources used 
for the acquisition of designated fixed assets by a governmental unit 
except those financed by special assessment and enterprise funds. Sec 
also Bond Fund. 

Capital Resources. Resources of a fixed or permanent character, such ns 
land and buildings, which cannot ordinarily be used to meet current 
expenditures. 

Cash. Currency, coin, checks, postal and express money orders, and 
bankers’ drafts on hand or on deposit with an official or agent desig- 
nated as custodian of cash and bank deposits. 

Note. All cash must be accounted for as a part of the fund to which 
it belongs. Any restrictions or limitations as to its availability must be 
indicated in the records and statements. It is not necessary, however, to 
have a separate bank account for each fund unless required by law. 

Cash Audit. An audit of the cash transactions for a stated period for the 
purpose of determining that all cash received has been recorded, that all 
disbursements have been properly authorized and vouchered, and that 
the balance of cash is either on hand or on deposit. A cash audit can 
range from a complete inquiry into all cash transactions to one involv- 
ing only some of them. 

Cash Basis. The basis of accounting under which revenues are recorded 
when received in cash and expenditures are recorded when paid. 

Cash Discount. An allowance received or given if payment is completed 
within a stated period of time. 

Certified Public Accountant. An accountant to whom a state has 
granted a certificate showing that he has met prescribed educational, 
experience, and examination requirements designed to insure compe- 
tence in the practice of public accounting. The accountant holding such 
a certificate is permitted to use the designation Certified Public Ac- 
countant, commonly abbreviated to CPA. 

Character. A basis for distinguishing expenditures according to the pe- 
riods thev are presumed to benefit. See also Character Classification. 

Character Classification. A grouping of expenditures on the basis of 
the time periods they are presumed to benefit. The three groupings are: 
(1) expenses, presumed to benefit the current fiscal period (but see note 
following Expenses); (2) provisions for retirement of debt, presumed 
to benefit prior fiscal periods primarily but also present and future 
periods; and (3) capital outlays, presumed to benefit the current and 
future fiscal periods. See also Activity, Activity Classification, Func- 
tion, Functional Classification, Object, Object Classification, and 
Expenses. 

Chartered Accountant. A member of an Institute of Chartered Ac- 
countants in the British Empire. Admission to such institutes is depend- 
ent upon serving a period of apprenticeship and passing an entrance 
examination. 
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Check. A bill of exchange drawn on a bank and payable on demand; a 
written order on a bank to pay on demand a specified sum of money to 
a named person, to his order, or to bearer, out of money on deposit to 
the credit of the maker. 

Note. A check differs from a warrant in that the latter is not 
necessarily payable on demand and may not be negotiable. It differs 
from a voucher in that the latter is not an order to pay. 

Clearing Account. An account used to accumulate total charges or 
credits for the purpose of distributing them later among the accounts to 
which they are allocable or for the purpose of transferring the net 
differences to the proper account. 

Code. See Coding. 

Coding. A system of numbering or otherwise designating accounts, en- 
tries, invoices, vouchers, etc., in such a manner that the symbol used 
reveals quickly certain required information. To illustrate the coding of 
accounts, the number “200” may be assigned to expenditures made by 
the Department of Finance and the letter “A” may be used to designate 
expenditures for personal services. Expenditures for personal sendees in 
the Department of Finance would then be designated, for posting and 
other purposes, by the code “200-A.” Other examples are the number- 
ing of monthly recurring journal entries so that the number indicates 
the month and the nature of the entry and the numbering of invoices or 
vouchers so that the number reveals the date of entry. See also Symbol- 
ization. 

Collector’s Roll. See Tax Roll. 

Combination Bond. A bond issued by a governmental unit which is 
payable from the revenues of a governmental enterprise but which is 
also backed by the full faith and credit of the governmental unit. 

Combined Balance Sheet. A single balance sheet which displays the 
individual balance sheets of each class of funds and the balanced ac- 
count groups of a governmental unit in separate, adjacent columns. 

Note. There are no interfund eliminations or consolidations in a 
combined balance sheet for a governmental unit. 

Commitments. See Encumbrances. 

Conscience Money. Money received by governmental units in payment 
of previously undisclosed debts, usually based on embezzlement, tax 
evasion or theft.* 

Construction Work in Progress. The cost of construction work under- 
taken but not yet completed. 

Contingent Fund. Assets or other resources set aside to provide for 
unforeseen expenditures or for anticipated expenditures of uncertain 
amount. 

Note. The term should not be used to describe a reserve for contin- 
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gcncics. The latter is set aside out of the fund balance of a fund but docs 
not constitute a separate fund. Similarly, an appropriation for contin- 
gencies is not a contingent fund, since an appropriation is not a fund. 

Contingent Liabilities. Items which may become liabilities as a result of 
conditions undetermined at a given date, such as guarantees, pending 
law suits, judgments under appeal, unsettled disputed claims, unfilled 
purchase orders, and uncompleted contracts. 

Note. All contingent liabilities should be shown on the face of the 
balance sheet or in a footnote thereto. 

Continuing Appropriation. An appropriation which, once established, is 
automatically renewed without further legislative action, period after 
period, until altered or revoked. 

Note. The term should not be confused with Indeterminate Appro- 
priation (q.v.). 

Continuous Audit. An audit in which the detailed work is performed 
either continuously or at short, regular intervals throughout the fiscal 
period. Such continuous work leads up to the completion of the audit 
upon the closing of the accounting records at the end of the fiscal 
period. 

A continuous audit differs from a periodic audit, even though the 
detailed work may be performed on a monthly or other short-term 
basis, in that no report is made in the case of the former, except of 
irregularities detected and adjustments found to be necessary, until the 
end of a complete fiscal period. Moreover, the continuous audit differs 
from the periodic audit in that the certification of balance sheet and 
operating statement figures of the former may be deferred until the end 
of the fiscal period. 

Control Account. An account in the general ledger in which are re- 
corded the aggregate of debit and credit postings to a number of 
identical or related accounts called subsidiary accounts. For example, 
the Taxes Receivable account is a control account supported by the 
aggregate of individual balances in individual property taxpayers’ ac- 
counts. See also General Ledger and Subsidiary Account. 

Cost. The amount of money or money’s worth exchanged for property 
or services. 

Note. Costs may be incurred even before money is paid; that is, as 
soon as liability is incurred. Ultimately, however, money or money’s 
worth must be given in exchange. Again, the cost of some property or 
service may, in turn, become a part of the cost of another property or 
service. For example, the cost of part or all of the materials purchased at 
a certain time will be reflected in the cost of articles made from such 
materials or in the cost of those services in the rendering of which the 
materials were used. 

Cost Accounting. That method of accounting which provides for the 
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assembling and recording of all the elements of cost incurred to accom- 
plish a purpose, to carry on an activity or operation, or to complete a 
unit of work or a specific job. 

Cost Ledger. A subsidiary record wherein each project, job, production 
center, process, operation, product, or service is given a separate ac- 
count to which all items entering into its cost are posted in the required 
detail. Such accounts should be so arranged and kept that the results 
shown in them may be reconciled with and verified by a control 
account or accounts in the general books. 

Cost, Original. See Original Cost. 

Cost Records. All ledgers, supporting records, schedules, reports, in- 
voices, vouchers, and other records and documents reflecting the cost 
of projects, jobs, production centers, processes, operations, products, or 
services, or the cost of any of the component parts thereof. 

Cost Unit. A term used in cost accounting to designate the unit of 
product or service whose cost is computed. These units are selected for 
the purpose of comparing the actual cost with a standard cost (q.v.) or 
with actual costs of units produced under different circumstances or at 
different places and times. See also Unit Cost and Work Unit. 

Coupon Rate. The interest rate specified on interest coupons attached to 
a bond. The term is synonymous with nominal interest rate (q.v.). 

Current. A term which, applied to budgeting and accounting, designates 
the operations of the present fiscal period as opposed to past or future 
periods. 

Current Assets. Those assets which are available or can be made readily 
available to meet the cost of operations or to pay current liabilities. 
Some examples are cash, temporary investments, and taxes receivable 
which will be collected within about a year from the balance sheet date. 

Current Budget. The annual budget prepared for and effective during 
the present fiscal year-, or, in the case of some state governments, the 
budget for the present biennium. 

Current Expenses. See Expenses. 

Current Fund. See General Fund. 

Current Funds. Funds the resources of which are expended for operat- 
ing purposes during the current fiscal period. In its usual application in 
plural form, it refers to General, Special Revenue, Debt Service, and 
Enterprise Funds of a governmental unit. In the singular form, the 
current fund is synonymous with the general fund. See also General 
Fund. 

Current Liabilities. Liabilities which are payable within a relatively 
short period of time, usually no longer than a year. Sec also Floating 
Debt. 

Current Resources. Resources (q.v.) to which recourse can be had to 
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meet current obligations and expenditures. Examples arc current assets, 
estimated revenues of a particular period not yet realized, transfers 
from other funds authorized but not received, and in the ease of certain 
funds, bonds authorized and unissued. 

Current Revenue. Revenues of a governmental unit which arc available 
to meet expenditures of the current fiscal year. See Revenue. 

Current Special Assessments. (1) Special assessments levied and be- 
coming due during the current fiscal period, from the date special 
assessment rolls are approved by the proper authority- to the date on 
which a penalty for nonpayment is attached. (2) Special assessments 
levied in a prior fiscal period but becoming due in the current fiscal 
period, from the time they become due to the date on which a pcnalty 
for nonpayment is attached. 

Current Taxes. (1) Taxes levied and becoming due during the current 
fiscal period, from the time the amount of the tax levy is first established 
to the date on which a penalty for nonpayment is attached. (2) Taxes 
levied in the preceding fiscal period but becoming due in the current 
fiscal period, from the time they become due until a penalty for 
nonpayment is attached. 

Current Year’s Tax Levy. Taxes levied for the current fiscal period. 

Data Processing. (1) The preparation and handling of information and 
data from source media through prescribed procedures to obtain such 
end results as classification, problem solution, summarization, and re- 
ports. (2) Preparation and handling of financial information wholly or 
partially by mechanical or electronic means. See also Electronic Data 
Processing (EDP). 

Debt. An obligation resulting from the borrowing of money or from the 
purchase of goods and services. Debts of governmental units include 
bonds, time warrants, notes, and floating debt. See also Bond, Notes 
Payable, Time Warrant, Floating Debt, Long-Term Debt, and 
General Long-Term Debt. 

Debt Limit. The maximum amount of gross or net debt which is legally 
permitted. 

Debt Service Fund. A fund established to finance and account for the 
payment of interest and principal on all general obligation debt, serial 
and term, other than that payable exclusively from special assessments 
and revenue debt issued for and serviced by a governmental enterprise. 
Formerly called a Sinking Fund. 

Debt Service Fund Requirements. The amounts of revenue which must 
be provided for a debt service fund so that all principal and interest 
payments can be made in full on schedule. 

Debt Service Requirement. The amount of money required to pay the 
interest on outstanding debt, serial maturities of principal for serial 
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bonds, and required contributions to a debt sendee fund for term 
bonds. 

Deferred Charges. Expenditures which are not chargeable to the fiscal 
period in which made but are carried on the asset side of the balance 
sheet pending amortization or other disposition. An example is Discount 
on Bonds Issued. 

Note. Deferred charges differ from prepaid expenses in that they 
usually extend over a long period of time (more than five years) and arc 
not regularly recurring costs of operation. See also Prepaid Expenses. 

Deferred Credits. Credit balances or items which will be spread over 
following accounting periods either as additions to revenue or as reduc- 
tions of expenses. Examples are taxes collected in advance and premiums 
on bonds issued. 

Deferred Income. See Deferred Credits. 

Deferred Serial Bonds. Serial bonds (q.v.) in which the first installment 
does not fall due for two or more years from the date of issue. 

Deferred Special Assessments. Special assessments which have been 
levied but which are not yet due. 

Deficiency. A general term indicating the amount by which anything 
falls short of some requirement or expectation. The term should not be 
used without qualification. 

Deficit. ( 1 ) The excess of the liabilities and reserves of a fund over its 
assets. (2) The excess of expenditures over revenues during an account- 
ing period; or, in the case of Enterprise and Intragovernmental Service 
Funds, the excess of expense over income during an accounting period. 

Delinquent Special Assessments. Special assessments remaining unpaid 
on and after the date on which a penalty for nonpayment is attached. 

Delinquent Taxes. Taxes remaining unpaid on and after the date on 
which a penalty for nonpayment is attached. Even though the penalty 
may be subsequently waived and a portion of the taxes may be abated 
or canceled, the unpaid balances continue to be delinquent taxes until 
abated, canceled, paid, or converted into tax liens. 

Note. The term is sometimes limited to taxes levied for the fiscal 
period or periods preceding the current one, but such usage is not 
entirely correct. See also Current Taxes, Current Year’s Tax Levy, 
and Prior Years’ Tax Levies. 

Deposit. (1) Money placed with a banking or other institution or with a 
person either as a general deposit subject to check or as a special deposit 
made for some specified purpose. (2) Securities lodged with a banking 
or other institution or with a person for some particular purpose. (3) 
Sums deposited bv customers for electric meters, water meters, etc.; and 
bv contractors and others to accompanv and guarantee their bids. 

Deposit Warrant. A financial document prepared by a designated ac- 
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counting or finance officer authorizing the treasurer of a governmental 
unit to accept for deposit sums of monev collected by various depart- 
ments and agencies of the governmental unit. 

Depreciation. (1) Expiration in the service life of fixed assets, other than 
wasting assets (q.v.), attributable to wear and tear, deterioration, action 
of the physical elements, inadequacy, and obsolescence. (2) The por- 
tion of the cost of a fixed asset, other than a wasting asset, which is 
charged as an expense during a particular period. 

Note. In accounting for depreciation, the cost of a fixed asset, less 
any salvage value, is prorated over the estimated service life of such an 
asset, and each period is charged with a portion of such cost. Through 
this process, the entire cost of the asset is ultimately charged off as an 
expense. 

Detailed Audit. An audit in which an examination is made of the svstem 
of internal control and of the details of all transactions and books of 
account, including subsidiary records and supporting documents, as to 
legality, mathematical accuracy, complete accountability, and applica- 
tion of generally accepted accounting principles for governmental 
units. 

Direct Charges. See Direct Expenses. 

Direct Debt. The debt which a governmental unit has incurred in its 
own name or assumed through the annexation of territory or consolida- 
tion with another governmental unit. See also Overlapping Debt. 

Direct Expenses. Those expenses which can be charged directly as a part 
of the cost of a product or service, or of a department or operating unit, 
as distinguished from overhead and other indirect costs which must be 
prorated among several products or services, departments, or operating 
units. 

Direct Labor. The cost of labor directly expended in the production of 
specific goods or rendition of specific services. 

Direct Materials. The cost of materials which become an integral part 
of a specific manufactured product or which are consumed in the 
performance of a specific service. 

Disbursements. Payments in cash. 

Double Entry. A system of bookkeeping which requires, for every 
entrv made to the debit side of an account or accounts, an entry for a 
corresponding amount or amounts to the credit side of another account 
or accounts. 

Note. Double entry bookkeeping involves the maintaining of a bal- 
ance between assets on the one hand and liabilities, reserves, and fund 
equities on the other. To maintain this balance, it is necessary that 
entries for equal amounts be made in each group. Moreover, if a 
transaction affects only one group of accounts, such as assets, the 
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amount or amounts debited to an account or accounts within the croup 
must be offset by a credit to another account or accounts within the 
group for a corresponding amount or amounts. For example, a debit to 
Cash would be offset by a credit for a corresponding amount to Taxes 
Receivable or some other asset. 

Due to Fiscal Agent. Amounts due to fiscal agents, such as commercial 
banks, for servicing a governmental unit’s maturing interest and princi- 
pal payments on indebtedness. 

Earnings. See Income and Revenue. 

Effective Interest Rate. The rate of earning on a bond investment 
based on the actual price paid for the bond, the coupon rate, the 
maturity date, and the length of time between interest dates, in contrast 
with the nominal interest rate (q.v.). 

Electronic Data Processing (EDP). Data processing by means of high- 
speed electronic equipment. See also Data Processing. 

Encumbrances. Obligations in the form of purchase orders, contracts, or 
salary commitments which are chargeable to an appropriation and for 
which a part of the appropriation is reserved. They cease to be en- 
cumbrances when paid or when the actual liability is set up. 

Endowment Fund. A fund whose principal must be maintained inviolate 
but whose income may be expended. An endowment fund is accounted 
for as a trust fund. 

Enterprise Debt. Debt which is to be retired primarily from the earn- 
ings of publicly owned and operated enterprises. See also Revenue 
Bonds. 

Enterprise Fund. A fund established to finance and account for the 
acquisition, operation, and maintenance of governmental facilities and 
services which are entirely or predominantly self-supporting by user 
charges. Examples of enterprise funds are those for water, gas, and 
electric utilities; swimming pools; airports; parking garages; and transit 
systems. 

Entry. (1) The record of a financial transaction in its appropriate book 
of account. (2) The act of recording a transaction in the books of 
account. 

Equipment. Tangible property of a more or less permanent nature 
(other than land, buildings, or improvements other than buildings) 
which is useful in carrying on operations. Examples are machinery, 
tools, trucks, cars, furniture, and furnishings. 

Estimated Revenue. For revenue accounts kept on an accrual basis 
(q.v.), this term designates the amount of revenue estimated to accrue 
during a given period regardless of whether or not it is all to he 
collected during the period. For revenue accounts kept on a cash basis 
(q.v.) the term designates the amount of revenue estimated to be 
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collected during a given period. Under the modified accrual basis (q.v.) 
recommended for some funds bv the Committee, estimated revenues for 
many governmental revenues will include both cash and accrual basis 
revenues. See also Revenue, Revenue Receipts, Cash Basis, Accrual 
Basis, and Modified Accrual Basis. 

Estimated Revenue Receipts. A term used synonymously with esti- 
mated revenue (q.v.) by some governmental units reporting their rev- 
enues on a cash basis. See also Revenue and Revenue Receipts. 

Estimated Uncollectible Accounts Receivable (Credit). That portion 
of accounts receivable which it is estimated will never be collected. The 
account is deducted from the Accounts Receivable account on the 
balance sheet in order to arrive at the net amount of accounts receiva- 
ble. 

Estimated Uncollectible Current Taxes (Credit). A provision out of 
tax revenues for that portion of current taxes receivable which it is 
estimated wall never be collected. The amount is shown on the balance 
sheet as a deduction from the Taxes Receivable — Current account in 
order to arrive at the net taxes receivable. 

Estimated Uncollectible Delinquent Taxes (Credit). That portion of 
delinquent taxes receivable w-hich it is estimated will never be collected. 
The account is shown on the balance sheet as a deduction from the 
Taxes Receivable — Delinquent account to arrive at the net delinquent 
taxes receivable. 

Estimated Uncollectible Interest and Penalties on Taxes 
(Credit). That portion of interest and penalties receivable which it is 
estimated will never be collected. The account is shown as a deduction 
from the Interest and Penalties Receivable account on the balance sheet 
in order to arrive at the net interest and penalties receivable. 

Estimated Uncollectible Tax Liens. That portion of tax liens receiva- 
ble w'hich it is estimated wall never be collected. The account is shown 
as a deduction from the Tax Liens Receivable account on the balance 
sheet in order to arrive at the net amount of tax liens receivable. 

Exhibit. (1) A balance sheet or other principal financial statement. (2) 
Any statement or other document that accompanies or is a part of a 
financial or audit report. See also Schedules and Statements. 

Expendable Fund. A fund whose resources, including both principal and 
earnings, may be expended. See also Nonexpendable Fund. 

Expenditure Disbursements. A term sometimes used by governmental 
units operating on a cash basis (q.v.) as a synonym for expenditures 
(q.v.). It is not recommended terminology. 

Expenditures. Where the accounts are kept on the accrual basis (q.v.) or 
the modified accrual basis (q.v.), this term designates the cost of goods 
delivered or sendees rendered, whether paid or unpaid, including ex- 
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pcnses, provision for debt retirement not reported as a liability of the 
fund from which retired, and capital outlays. Where the accounts arc 
kept on the cash basis (q.v.), the term designates only actual cash 
disbursements for these purposes. 

Note. Encumbrances are not expenditures. 

Expenses. Charges incurred, whether paid or unpaid, for operation, main- 
tenance, interest, and other charges which are presumed to benefit the 
current fiscal period. 

Note. Legal provisions sometimes make it necessary’ to treat as ex- 
penses some charges whose benefits extend over future periods. For 
example, purchases of materials and supplies which may be used over a 
period of more than one year and payments for insurance which is to be 
in force for a period longer than one year frequently must be charged 
in their entirety to the appropriation of the year in which they are 
incurred and classified as expenses of that year, even though their 
benefits extend also to other periods. 

Face Value. As applied to securities, this term designates the amount of 
liability stated in the security document. 

Fidelity Bond. A written promise to indemnify against losses from theft, 
defalcation, and misappropriation of public funds by government 
officers and employees. See also Surety Bond. 

Fiscal Period. Any period at the end of which a governmental unit 
determines its financial position and the results of its operations. 

Fiscal Year. A twelve-month period of time to which the annual budget 
applies and at the end of which a governmental unit determines its 
financial position and the results of its operations. 

Fixed Assets. Assets of a long-term character which are intended to 
continue to be held or used, such as land, buildings, machinery, furni- 
ture, and other equipment. 

Note. The term does not indicate the immobility of an asset, which is 
the distinctive character of “fixture” (q.v.). 

Fixed Charges. Expenses (q.v.) the amount of which is more or less 
fixed. Examples are interest, insurance, and contributions to pension 
funds. 

Fixed Liabilities. See Bonded Debt. 

Fixtures. Attachments to buildings which are not intended to be re- 
moved and which cannot be removed without damage to the latter. 

Note. Those fixtures with a useful life presumed to be as long as that 
of the building itself are considered a part of such a building; all others 
are classed as equipment. 

Floating Debt. Liabilities other than bonded debt and time warrants 
which are payable on demand or at an early date. Examples are accounts 
payable, notes, and bank loans. See also Current Liabilities. 
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Force Account Method. A method employed in the construction 
and/or maintenance of fixed assets whereby a governmental unit's own 
personnel arc used instead of an outside contractor. 

Note. This method also calls for the purchase of materials by the 
governmental unit and the possible use of its own equipment, but the 
distinguishing characteristic of the force account method is the use of 
the unit’s own personnel. 

Forfeiture. The automatic loss of cash or other property* as a punish- 
ment for not complying with legal provisions and as compensation for 
the resulting damages or losses. 

Note. The term should not be confused with confiscation. The latter 
term designates the actual taking over of the forfeited property by the 
government. Even after property has been forfeited, it cannot be said to 
be confiscated until the governmental unit claims it. 

Franchise. A special privilege granted by a government permitting the 
continuing use of public property, such as city r streets, and usually 
involving the elements of monopoly and regulation. 

Full Faith axd Credit. A pledge of the general taxing power for the 
payment of debt obligations. 

Note. Bonds carrying such pledges are usually referred to as general 
obligation bonds or full faith and credit bonds. 

Function. A group of related activities aimed at accomplishing a major 
service or regulatory program for which a governmental unit is respon- 
sible. For example, public health is a function. See also Subfunction, 
Activity, Character, and Object. 

Functional Classification. A grouping of expenditures on the basis of 
the principal purposes for which they are made. Examples are public 
safety, public health, public welfare, etc. See also Activity, Character, 
and Object Classification. 

Fund. An independent fiscal and accounting entity with a self-balancing 
set of accounts recording cash and/or other resources together with all 
related liabilities, obligations, reserves, and equities which are segregated 
for the purpose of carrying on specific activities or attaining certain ob- 
jectives in accordance with special regulations, restrictions, or limita- 
tions. See General Fixed Assets Group of Accounts and General 
Long-Term Debt and Interest Group of Accounts. 

Fund Accounts. All accounts necessary to set forth the financial opera- 
tions and financial position of a fund. 

Fund Balance. The excess of the assets of a fund over its liabilities and 
reserves except in the case of funds subject to budgetary accounting 
where, prior to the end of a fiscal period, it represents the excess of the 
fund’s assets and estimated revenues for the period over its liabilities, 
reserves, and appropriations for the period. 

Fund Balance Receipts. Receipts which increase the fund balance of a 
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fund but which are not properly included in current revenues. Exam- 
ples are taxes and accounts receivable which had previously been 
written off as uncollectible. 

Fund Balance Sheet. A balance sheet for a single fund. See Fund and 

O 

Balance Sheet. 

Funded Debt. Same as Bonded Debt, which is the preferred term. 

Funded Deficit. A deficit eliminated through the sale of bonds issued for 
that purpose. See also Funding Bonds. 

Fund Group. A group of funds which are similar in purpose and charac- 
ter. For example, several special revenue funds constitute a fund group. 
See also Related Funds. 

Funding. The conversion of floating debt or time warrants into bonded 
debt (q.v.). 

Funding Bonds. Bonds issued to retire outstanding floating debt and to 
eliminate deficits. 

Fund Surplus. See Fund Balance. 

General Audit. An audit, made at the close of a normal accounting 
period, which covers all of the funds and balanced account groups of a 
governmental unit. Such audits may involve some detailed verifications, 
as determined by the professional judgment of the auditor, but usually 
they are based on appropriate tests and checks. See also Special 
Audit. 

General Fixed Assets. Those fixed assets of a governmental unit which 
are not accounted for in an Enterprise, Trust, or Intragovernmcntal 
Sendee Fund. 

General Fixed Assets Group of Accounts. A self-balancing group of 
accounts set up to account for the general fixed assets of a governmental 
unit. See General Fixed Assets. 

General Fund. A fund used to account for all transactions of a govern- 
mental unit which are not accounted for in another fund. 

Note. The General Fund is used to account for the ordinary opera- 
tions of a governmental unit which are financed from taxes and other 
general revenues. 

General Journal. A journal (q.v.) in which are entered ail entries not 
recorded in special journals. 

General Ledger. A book, file, or other device which contains the ac- 
counts needed to reflect, in summary and in detail, the financial position 
and the results of financial operations of a governmental unit. 

Note. In double entry bookkeeping (q.v.), the debits and credits in 
the general ledger are equal, and therefore the debit balances equal the 
credit balances. See also Control Account, Subsidiary Account, and 
Subsidiary Ledger. 

General Long-Term Debt. Long-term debt legally payable from gen- 



Appendix 1 — Governmental accounting terminology 715 

cral revenues and backed by the full faith and credit of a governmental 
unit. Sec Long-Term Debt. 

General Long-Term Debt Group of Accounts. A self-balancing group 
of accounts set up to account for the general long-term debt of a 
governmental unit. See General Long-Term Debt. 

General Long-Term Debt and Interest Group of Accounts. Same as 
General Long-Term Debt Group but with addition of information on 
related interest obligations.* 

General Obligation Bonds. Bonds for whose payment the full faith and 
credit of the issuing body are pledged. More commonly, but not 
necessarily, general obligation bonds arc considered to be those payable 
from taxes and other general revenues. See also Full Faith and 
Credit. 

General Obligation Special Assessment Bonds. See Special Assess- 
ment Bonds. 

General Revenue. The revenues (q.v.) of a governmental unit other 
than those derived from and retained in an enterprise. 

Note. If a portion of the net income in an enterprise fund is contrib- 
uted to another noncntcrprisc fund, such as the General Fund, the 
amounts transferred constitute general revenue of the governmental 
unit. 

Governmental Accounting. The composite activity of analyzing, re- 
cording, summarizing, reporting, and interpreting the financial transac- 
tions of governmental units and agencies. 

Governmental Unit’s Share of Assessment Improvement Costs. An 
account sometimes used in a Special Assessment Fund to designate the 
amount receivable from the governmental unit as its share of the cost of 
a special assessment improvement project. Usually shortened to 
Governmental Unit’s Share of Cost. 

Grant. A contribution by one governmental unit to another unit. The 
contribution is usually made to aid in the support of a specified function 
(for example, education), but it is sometimes also for general 
purposes. 

Grants-in-Aid. See Grant. 

Gross Bonded Debt. The total amount of direct debt of a governmental 
unit represented by outstanding bonds before deduction of any assets 
available and earmarked for their retirement. See also Direct Debt. 

Gross Revenue. See Revenue. 

Imprest System. A system for handling minor disbursements whereby a 
fixed amount of money, designated as petty cash, is set aside for this 
purpose. Disbursements are made from time to time as needed, a receipt 
or petty cash voucher being completed in each case. At certain inter- 
vals, or when the petty cash is completely expended, a report with 
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substantiating petty cash vouchers is prepared and the petty cash fund 
is replenished for the amount of disbursements by a check drawn on the 
appropriate fund bank account. The total of petty cash on hand plus 
the amount of signed receipts or petty cash vouchers at any one time 
must equal the total amount of petty cash authorized. See also Petty 
Cash. 

Improvements. Buildings, other structures, and other attachments or an- 
nexations to land which are intended to remain so attached or annexed, 
such as sidewalks, trees, drives, tunnels, drains, and sewers. 

Note. Sidewalks, curbing, sewers, and highways are sometimes re- 
ferred to as “betterments,” but the term “improvements” is to be 
preferred. 

Improvements Other than Buildings. A fixed asset account which re- 
flects the acquisition value of permanent improvements, other than 
buildings, which add value to land. Examples of such improvements arc 
fences, retaining walls, sidewalks, pavements, gutters, tunnels, and 
bridges. If the improvements are purchased or constructed, this account 
contains the purchase or contract price. If improvements are obtained 
by gift, it reflects the appraised value at time of acquisition. 

Income. A term used in accounting for governmental enterprises to rep- 
resent the excess of revenues earned over the expenses incurred in 
carrying on the enterprise’s operations. It should not be used without an 
appropriate modifier, such as Operating, Nonoperating, or Net. Sec 
also Operating Income, Nonoperating Income, and Net Income. 

Note. The term Income should not be used in lieu of Revenue 
(q.v.) in nonenterprise funds. 

Income Bonds. See Revenue Bonds. 

Indenture. See Bond Indenture. 

Indeterminate Appropriation. An appropriation which is not limited 
cither to any definite period of time or to any definite amount, or to 
both time and amount. 

Note. A distinction must be made between an indeterminate appro- 
priation and a continuing appropriation. In the first place, whereas a 
continuing appropriation is indefinite only as to time, an indeterminate 
appropriation is indefinite as to both time and amount. In the second 
place, even indeterminate appropriations which are indefinite only as to 
time are to be distinguished from continuing appropriations in that such 
indeterminate appropriations may eventually lapse. For example, an 
appropriation to construct a building may be made to continue in effect 
until the building is constructed. Once the building is completed, how- 
ever, the unexpended balance of the appropriation lapses. A continuing 
appropriation, on the other hand, may continue forever; it can only he 
abolished by specific action of the legislative body. 
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Indirect Charges. See Overhead. 

Industrial Aid Bonds. Bonds issued by governmental units, the proceeds 
of which arc used to construct plant facilities for private industrial 
concerns. Lease payments made by the industrial concern to the gov- 
ernmental unit arc used to service the bonds. Such bonds may be in the 
form of general obligation bonds (q.v.) or combination bonds (q.v.) 
or revenue bonds (q.v.). 

Interest and Penalties Receivable on Taxes. The uncollected portion 
of interest and penalties receivable on taxes. 

Interest Receivable on Investments. The amount of interest receivable 
on investments, exclusive of interest purchased. Interest purchased 
should be shown in a separate account. 

Interest Receivable — Special Assessments. The amount of interest re- 
ceivable on unpaid installments of special assessments. 

Interfund Accounts. Accounts in which transactions between funds arc 
reflected. See Interfund Transfers. 

Interfund Loans. Loans made by one fund to another. 

Interfund Transfers. Amounts transferred from one fund to another. 

Intergovernmental Revenue. Revenue received from other govern- 
ments in the form of grants, shared revenues, or payments in lieu of 
taxes. 

Interim Borrowing. (1) Short-term loans to be repaid from general 
revenues during the course of a fiscal year. (2) Short-term loans in 
anticipation of tax collections or bond issuance. See Bond Anticipation 
Notes and Tax Anticipation Notes. 

Interim Statement. A financial statement prepared before the end of 
the current fiscal year and covering only financial transactions during 
the current year to date. See also Statement. 

Internal Control. A plan of organization under which employees’ du- 
ties are so arranged and records and procedures so designed as to make 
it possible to exercise effective accounting control over assets, liabilities, 
revenues, and expenditures. Under such a system, the work of employ- 
ees is subdivided so that no single employee performs a complete cycle 
of operations. Thus, for example, an employee handling cash would not 
post the accounts receivable records. Moreover, under such a system, 
the procedures to be followed are definitely laid down and require 
proper authorizations by designated officials for all actions to be 
taken. 

Intragovernmental Service Fund. A fund established to finance and 
account for services and commodities furnished by a designated depart- 
ment or agenev to other departments and agencies within a single 
governmental unit. Amounts expended by the fund are restored thereto 
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either from operating earnings or by transfers from other funds, so that 
the original fund capital is kept intact. Formerly called a Working 
Capital Fund. 

Inventory. A detailed list showing quantities, descriptions, and values of 
property and frequently also units of measure and unit prices. 

Inventory of Supplies. The cost value of supplies on hand. 

Investigation. A special examination of books and records. 

Note. The proper use of the word “investigation” in accountancy 
implies some particular object to be gained or particular result to be 
stated. It indicates something different from an audit and seldom re- 
quires qualification by the addition of “special” or any similar 
adjective. 

Investment in General Fixed Assets. An account in the general fixed 
assets group of accounts which represents the governmental unit’s 
equity in general fixed assets (q.v.). The balance of this account is 
subdivided according to the source of funds which financed the asset 
acquisition, such as general fund revenues, special assessments, etc. 

Investments. Securities and real estate held for the production of income 
in the form of interest, dividends, rentals, or lease payments. The term 
does not include fixed assets used in governmental operations. 

Job Account. An account pertaining either to an operation which occurs 
regularly (a “standing order”) or to a specific piece of work (a “job 
order”), showing all charges for material and labor used and other 
expenses incurred, together with any allowances or other credits. 

Journal. Any book of original entry (q.v.). See also Register. 

Journal Voucher. A voucher (q.v.) provided for the recording of cer- 
tain transactions or information in place of or supplementary to the 
journals or registers. The journal voucher usually contains an entry or 
entries, explanations, references to documentary evidence supporting 
the entry or entries, and the signature or initials of one or more 
properly authorized officials. The collection of journal vouchers consti- 
tutes a journal. 

Judgment. An amount to be paid or collected by a governmental unit as 
the result of a court decision, including a condemnation award in 
payment for private property taken for public use. 

Judgment Bonds. Bonds issued to fund judgments (q.v.). Sec also 
Funding. 

Judgments Payable. Amounts due to be paid by a governmental unit as 
the result of court decisions, including condemnation awards in pay- 
ment for private property taken for public use. 

xnd. A fixed asset account which reflects the value of land owned by a 
governmental unit. If land is purchased, this account shows the pur- 
chase price and costs such as legal fees, filling and excavation costs, and 
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the like, which arc incurred to put the land in condition for its intended 
use. If land is acquired by gift, the account reflects its appraised value at 
time of acquisition. 

Lapse. (Verb) As applied to appropriations, this term denotes the auto- 
matic termination of an appropriation. 

Note. Except for indeterminate appropriations (q.v.) and continuing 
appropriations (q.v.), an appropriation is made for a certain period of 
time. At the end of this period, any unexpended or unencumbered 
balance thereof lapses, unless otherwise provided by law'. 

Leasehold. The right to the use of real estate by virtue of a lease, usually 
for a specified term of years, for which a consideration is paid. 

Ledger. A group of accounts in -which are recorded the financial transac- 
tions of a governmental unit or other organization. A ledger is a 
summary of transactions according to the accounts affected. 

Legal Debt Limit. See Debt Limit. 

Legal Investments. (1) Investments which savings banks, insurance 
companies, trustees, and other fiduciaries (individual or corporate) are 
permitted to make by the laws of the state in which they are domiciled, 
or under the jurisdiction of which they operate or serve. The invest- 
ments which meet the conditions imposed by law constitute the legal 
investment list. (2) Investments which governmental units are permit- 
ted to make by law. 

Legal Opinion. (1) The opinion of an official authorized to render it, 
such as an attorney general or city attorney, as to legality. (2) In the 
case of municipal bonds, the opinion of a specialized bond attorney as to 
the legality of a bond issue. 

Levy. (Verb) To impose taxes, special assessments, or sendee charges for 
the support of governmental activities. (Noun) The total amount of 
taxes, special assessments, or service charges imposed by a governmental 
unit. 

Liabilities. Debt or other legal obligations arising out of transactions in 
the past which must be liquidated, renewed, or refunded at some future 
date. 

Note. The term does not include encumbrances (q.v.). 

Loan Fund. A fund whose principal and/or interest is loaned to individu- 
als in accordance with the legal requirements and agreements setting up 
the fund. Such a fund is accounted for as a trust fund. See also Trust 
Fund. 

Loans Receivable. Amounts which have been loaned to persons or or- 
ganizations, including notes taken as security for such loans. The ac- 
count is usually found only in the Trust and Agency Funds balance 
sheet. 

Local Improvement Fund. See Special Assessment Fund. 
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Local Improvement Tax. Sec Special Assessment. 

Long-Term Budget. A budget prepared for a period longer than a fiscal 
year, or in the case of some state governments, a budget prepared for a 
period longer than a biennium. If the long-term budget is restricted to 
capital expenditures, it is called a Capital Program (q.v.) or a Capital 
Improvement Program. 

Long-Term Debt. Debt with a maturin' of more than one year after the 
date of issuance. 

Lump-Sum Appropriation. An appropriation made for a stated purpose, 
or for a named department, without specifying further the amounts 
that may be spent for specific activities or for particular objects of 
expenditure. An example of such an appropriation would be one for the 
police department which does not specify the amounts to be spent for 
uniform patrol, traffic control, etc. or for salaries and wages, materials 
and supplies, travel, etc. 

Machinery and Equipment. See Equipment. 

Matured Bonds Payable. Bonds which have reached or passed their 
maturity date but which remain unpaid. 

Matured Interest Payable. Interest on bonds which has reached the 
maturity date but which remains unpaid. 

Maintenance. The upkeep of physical properties in condition for use or 
occupancy. Examples are the inspection of equipment to detect defects 
and the making of repairs. 

Modified Accrual Basis. A system under which some accruals, usually 
costs, are recorded but others, usually revenues, are not. The extent of 
modification varies in practice, depending upon the accountant’s 
judgment. 

Modified Cash Basis. Same as Modified Accrual Basis. 

Mortgage Bonds. Bonds secured by a mortgage against specified prop- 
erties of a governmental unit, usually its public utilities or other enter- 
prises. If primarily payable from enterprise revenues, they are also 
classed as revenue bonds. See also Revenue Bonds. 

Municipal. In its broadest sense, an adjective which denotes the state and 
all subordinate units of government. In a more restricted sense, an 
adjective which denotes a city or town as opposed to other units of 
local government. 

Municipal Bond. A bond (q.v.) issued by a state or local governmental 
unit. 

Municipal Corporation. A body politic and corporate established pur- 
suant to state authorization for the purpose of providing governmental 
services and regulations for its inhabitants. A municipal corporation has 
defined boundaries and a population, and is usually organized with the 
consent of its residents. It usually has a seal and may sue and be sued. 
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Cities and towns are examples of municipal corporations. See also 
Quasi-M unicipal Corporations. 

Municipal Improvement Certificates. Certificates issued in lieu of 
bonds for the financing of special improvements. 

Note. As a rule, these certificates arc placed in the contractor's hands 
for collection from the special assessment payers. 

Net Bonded Debt. Gross bonded debt (q.v.) less any cash or other assets 
available and earmarked for its retirement. 

Net Income. A term used in accounting for governmental enterprises to 
designate the excess of total revenues (q.v.) over total expenses (q.v.) 
for an accounting period. See also Income, Operating Revenue, Oper- 
ating Expenses, Nonoperating Income, and Nonoperating Expenses. 

Net Profit. See Net Income. 

Net Revenue. See Net Income. 

Net Revenue Available for Debt Service. Gross operating revenues of 
an enterprise less operating and maintenance expenses but exclusive of 
depreciation and bond interest. “Net Revenue” as thus defined is used 
to compute “coverage” on revenue bond issues. 

Note. Under the laws of some states and the provisions of some 
revenue bond indentures, net revenues used for computation of cover- 
age are required to be on a cash basis rather than an accrual basis. 

Nominal Interest Rate. The contractual interest rate shown on the face 
and in the body of a bond and representing the amount of interest to be 
paid, in contrast to the effective interest rate (q.v.). See also Coupon 
Rate. 

Nonexpendable Fund. A fund the principal and sometimes also the earn- 
ings of which may not be expended. See also Endowment Fund. 

Nonexpenditure Disbursements. Disbursements which are not chargea- 
ble as expenditures; for example, a disbursement made for the purpose 
of paying off an account payable previously recorded on the books. 

Nonoperating Expenses. Expenses (q.v.) incurred for nonoperating 
properties or in the performance of activities not directly related to 
supplying the basic service by a governmental enterprise. An example 
of a nonoperating expense is interest paid on outstanding revenue 
bonds. See also Nonoperating Properties. 

Nonoperating Income. Income of governmental enterprises which is not 
derived from the basic operations of such enterprises. An example is 
interest on investments or on bank time deposits. 

Nonoperating Properties. Properties which are owned by a governmen- 
tal enterprise but which are not used in the provision of basic services 
for which the enterprise exists. 

Nonrevenue Receipts. Collections other than revenue (q.v.), such as 
receipts from loans where the liability is recorded in the fund in which 
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the proceeds are placed, and receipts on account of recoverable expend- 
itures. See also Revenue Receipts. 

Notes Payable. In general, an unconditional written promise signed by 
the maker to pay a certain sum in money on demand or at a fixed or 
determinable time either to the bearer or to the order of a person 
designated therein. See also Temporary Loans. 

Notes Receivable. A note payable held bv a governmental unit. 

Object. As used in expenditure classification, this term applies to the 
article purchased or the sendee obtained (as distinguished from the 
results obtained from expenditures). Examples are personal services, 
contractual sendees, materials, and supplies. See also Activity, Charac- 
ter, Function, and Object Classification. 

Object Classification. A grouping of expenditures on the basis of goods 
or services purchased; for example, personal services, materials, supplies, 
and equipment. See also Functional, Activity, and Character 
Classifications. 

Objects of Expenditure. See Object. 

Obligations. Amounts which a governmental unit may be required le- 
gally to meet out of its resources. They include not only actual liabili- 
ties, but also unliquidated encumbrances. 

Obsolescence. The decrease in the value of fixed assets resulting from 
economic, social, technological, or legal changes. 

Operating Budget. A budget which applies to all outlays other than 
capital outlays. See Budget. 

Operating Expenses. ( 1 ) As used in the accounts of governmental enter- 
prises, the term means those costs which are necessary to the mainte- 
nance of the enterprise, the rendering of services, the sale of merchan- 
dise, the production and disposition of commodities produced, and the 
collection of enterprise revenues. (2) The term is also sometimes used 
to describe expenses for general governmental purposes. 

Operating Income. Income of a governmental enterprise which is de- 
rived from the sale of its goods and/or services. For example, income 
from the sale of water by a municipal water utility is operating income. 
See also Operating Revenues. 

Operating Revenues. Revenues derived from the operation of govern- 
mental enterprises of a business character. 

Operating Statement. A statement summarizing the financial operations 
of a governmental unit for an accounting period as contrasted with a 
balance sheet (q.v.) which shows financial position at a given moment 
in time. 

Order. A formal legislative enactment by the governing body of certain 
local governmental units which has the full force and effect of law. For 
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example, count}' governing bodies in sonic states pass “orders” rather 
than laws or ordinances. 

Ordinance. A formal legislative enactment by the council or governing 
body of a municipality. If it is not in conflict with any higher form of 
law, such as a state statute or constitutional provision, it" has the full 
force and effect of law within the boundaries of the munieipalitv to 
which it applies. 

Note. The difference between an ordinance and a resolution (q.v.) is 
that the latter requires less legal formality and has a lower legal status. 
Ordinarily, the statutes or charter will specify or imply those legislative 
actions which must be by ordinance and those which may be by 
resolution. Revenue raising measures, such as the imposition of taxes, 
special assessments and service charges, universally require ordinances. 

Original Cost. The total of assets given and/or liabilities assumed to 
acquire an asset. In utility accounting, the original cost to the first 
owner who dedicated the plant to service of the public.* 

Outlays. Synonymous with Expenditures. See also Capital Outlays. 

Overdraft. (1) The amount by which checks, drafts, or other demands 
for payment on the treasury or on a bank ex-ceed the amount of the 
credit against which they are drawn. (2) The amount by xvhich requisi- 
tions, purchase orders, or audited vouchers exceed the appropriation or 
other credit to which they are chargeable. 

Overhead. Those elements of cost necessary in the production of an 
article or the performance of a sendee which are of such a nature that 
the amount applicable to the product or service cannot be determined 
accurately or readily. Usually they relate to those objects of expendi- 
tures which do not become an integral part of the finished product or 
sendee, such as rent, heat, light, supplies, management, supendsion, 
etc. 

Overlapping Debt. The proportionate share of the debts of local govern- 
mental units located wholly or in part within the limits of the reporting 
government which must be borne by property within each governmen- 
tal unit. 

Note. Except for special assessment debt, the amount of debt of each 
unit applicable to the reporting unit is arrived at by (1) determining 
what percentage of the total assessed value of the overlapping jurisdic- 
tion lies within the limits of the reporting unit, and (2) applying this 
percentage to the total debt of the overlapping jurisdiction. Special 
assessment debt is allocated on the basis of the ratio of assessments 
receivable in each jurisdiction which will be used wholly or in part to 
pay off the debt to total assessments receivable which will be used 
wholly or in part for this purpose. 

Pay-as-You-Go Basis. A term used to describe the financial policy of a 
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governmental unit which finances all of its capital outlays from current 
revenues rather than by borrowing. A governmental unit which pays 
for some improvements from current revenues and others by borrow- 
ing is said to be on a partial or modified pay-as-you-go basis. 

Pay-In Warrant. See Deposit Warrant. 

Pension Fund. See Retirement Fund. 

Performance Budget. A budget wherein expenditures are based prima- 
rily upon measurable performance of activities and work programs. A 
performance budget may also incorporate other bases of expenditure 
classification, such as character and object, but these are given a subor- 
dinate status to activity performance. 

Perpetual Inventory. A system whereby the inventory of units of prop- 
erty at any date may be obtained directly from the records without 
resorting to an actual physical count. A record is provided for each 
item or group of items to be inventoried and is so divided as to provide 
a running record of goods ordered, received, and withdrawn, and the 
balance on hand, in units and frequently also in value. 

Petty Cash. A sum of money set aside for the purpose of making change 
or paying small obligations for which the issuance of a formal vouncher 
and check would be too expensive and time-consuming. Sometimes 
called a petty cash fund, with the term “fund” here being used in the 
commercial sense of earmarked liquid assets. See also Imprest 
System. 

Petty Cash Voucher. A voucher used to record individual disburse- 
ments of petty cash. See Imprest System. 

Poll Tax. A head tax of a fixed amount, usually upon males and usually 
within a given range of ages.* 

Postaudit. An audit made after the transactions to be audited have taken 
place and have been recorded or have been approved for recording by 
designated officials if such approval is required. See also Preaudit. 

Posting. The act of transferring to an account in a ledger the data, either 
detailed or summarized, contained in a book or document of original 
entry. 

Preaudit. An examination for the purpose of determining the propriety 
of proposed financial transactions and financial transactions which have 
already taken place but which have not yet been recorded; or, if such 
approval is required, before the approval of the financial transactions by 
designated officials for recording. 

Prepaid Expenses. Expenses entered in the accounts for benefits not yet 
received. Prepaid expenses differ from deferred charges in that they arc 
spread over a shorter period of time than deferred charges and arc 
regularly recurring costs of operations. Examples of prepaid expenses 
arc prepaid rent, prepaid interest, and premiums on unexpired msur- 
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anc c. An example of a deferred charge is unamortized discounts on 
bonds sold. 

Prepayment or Taxes. The deposit of money with a Governmental unit 
on condition that the amount deposited is to he applied aeaimr the tax 
liability of a designated taxpayer after the taxes have been levied and 
such liability has been established. See also Taxes Coli.lcted in 
Advance, 

Prior Years' Tax Levies. Taxes levied for fiscal periods preceding the 
current one. 

Private Trust Fund. A trust fund (q.v.) which will ordinarilv revert to 
private individuals or will be used for private purposes; for example, a 
fund which consists of guarantee deposits. 

Pro Forma. For form's sake: an indication of form; an example. The term 
is used in conjunction with a noun to denote merclv a sample form, 
document, statement, certificate, or presentation, the contents of which 
may be either wholly or partially hypothetical, actual facts, estimates, 
or proposals. 

Program Budget. A budget wherein expenditures are based primarily on 
programs of work and secondarily on character and object. A program 
budget is a transitional type of budget between the traditional character 
and object budget, on the one hand, and the performance budget, on 
the other. See also Performance Budget and Traditional Budget. 

Project. A plan of work, job, assignment, or task. Also used to refer to a 
job or task. 

Proprietary Accounts. Those accounts which show actual financial posi- 
tion and operations, such as actual assets, liabilities, reserves, fund 
balances, revenues, and expenditures, as distinguished from budgetary 
accounts (q.v.). 

Public Authority. See Authority-. 

Public Corporation. See Municipal Corporation and Quasi-Municipal 
Corporation. 

Public Improvement Fund. See Special Assessment Fund. 

Public Trust Fund. A trust fund (q.v.) whose principal, earnings, or 
both, must be used for a public purpose; for example, a pension or 
retirement fund. 

Purchase Order. A document which authorizes the delivery of specified 
merchandise or the rendering of certain sendees and the making of a 
charge for them. 

Quasi-Municipal Corporation. An agency established by the state pri- 
marilv for the purpose of helping the state to earn - out its functions; 
for example, a county or school district. 

Note. Some counties and other agencies ordinarily classified as quasi- 
municipal corporations have been granted the powers of municipal 
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Reserve for Encumbrances. A reserve representing the segregation of a 
portion of a fund balance to provide for unliquidated encumbrances 
(q.v.). See also Reserve. 

Reserve for Inventory of Supplies. A reserve which represents the 
segregation of a portion of fund balance to indicate that assets equal to 
the amount of the reserve are tied up in inventories and arc, therefore, 
not available for appropriation. 

Reserve for Membership Annuities. A reserve in a Trust Fund for a 
public employee retirement system which represents the amount set 
aside for payment of annuities to retired members. In a joint contribu- 
tory system this reserve is established at the time of employee retire- 
ment by transfers from accumulations in the Reserve for Employees’ 
Contributions and the Reserve for Employer Contributions accounts. 

Reserve for Revenue Bond Contingency. A reserve in an Enterprise 
Fund which represents the segregation of a portion of retained earnings 
equal to current assets that are restricted for meeting various contingen- 
cies, as may be specified and defined in the revenue bond indenture. 

Reserve for Revenue Bond Debt Service. A reserve in an Enterprise 
Fund which represents the segregation of a portion of retained earnings 
equal to current assets that are restricted to current servicing of revenue 
bonds in accordance with the terms of a bond indenture. 

Reserve for Revenue Bond Retirement. A reserve in an Enterprise Fund 
which represents the segregation of a portion of retained earnings equal 
to current assets that are restricted for future servicing of revenue 
bonds in accordance with the terms of a bond indenture. 

Reserve for Uncollected Taxes. A reserve representing the segregation 
of a portion of a fund balance equal to the amount of taxes receivable 
by a fund. 

Reserve for Undistributed Interest Earnings. An unallocated reserve 
in a Trust Fund for a public employee retirement system which repre- 
sents interest earnings of the system that have not been distributed to 
other reserves such as the Reserve for Employees’ Contributions and 
the Reserve for Employer Contributions. 

Reserve for Variations in Actuarial Assumptions. An unallocated 
reserve in a Trust Fund for a public employee retirement system which 
reflects adjustments to reserves for retirement benefits in force resulting 
from variations in mortality, turnover, and interest experience. 

Resolution. A special or temporary order of a legislative body; an order 
of a legislative body requiring less legal formality than an ordinance or 
statute. Sec also Ordinance. 

Resources. The actual assets of a governmental unit, such as cash, taxes 
receivable, land, buildings, etc. plus contingent assets such as estimated 
revenues applying to the current fiscal year not accrued or collected. 
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and bonds authorized and unissued. See Capital RrsotTicrs and 
Current Resources. 

Retained Earnings. The accumulated earnings of an Enterprise or Intra- 
govcrnmental Service Fund which have been retained in the fund and 
which arc not reserved for any specific purpose. 

Rrrrmr.MF.NT Au.owancf.s. Amounts paid to government employees who 
have retired from active service or to their survivors. See Annuity. 

Rr.TiRF.MKNT Fund. A fund out of which retirement annuities and/or 
other benefits are paid to authorized and designated public employees. 
A retirement fund is accounted for as a Trust fund fq.v.). 

Revenue. For those revenues which are recorded on the accrual basis 
(q.v.), this term designates additions to assets which: (a) do not in- 
crease any liability'; ( b ) do not represent the recovery of an expendi- 
ture; ( c ) do not represent the cancellation of certain Liabilities without 
a corresponding increase in other liabilities or a decrease in assets; and 
( d ) do not represent contributions of fund capital in Enterprise and 
Intergovernmental Service Funds. The same definition applies to those 
cases where revenues are recorded on the modified accrual or cash basis, 
except that additions would be partially or entirely to cash. See also 
Accrual Basis, Modified Accrual B.asis, Cash Basis, Net Revenue 
Available for Debt Service, and Receipts. 

Revenue Bonds. Bonds whose principal and interest are payable exclu- 
sively from earnings of a public enterprise. In addition to a pledge of 
revenues, such bonds sometimes contain a mortgage on the enterprise’s 
property' and are then known as mortgage revenue bonds. 

Revenue Receipts. A term used synonymously with “revenue” (q.v.) by 
some governmental units which account for their revenues on a cash 
basis (q.v.). See also Nonrevenue Receipts. 

Revenues Collected in Advance. A liability account which represents 
revenues collected before they become due. 

Revolving Fund. See Intragovernmental Service Fund. 

Schedules. (1) The explanatory or supplementary statements that ac- 
company the balance sheet or other principal statements periodically 
prepared from the accounts. (2) The accountant’s or auditor’s principal 
Avork papers covering his examination of the books and accounts. (3) A 
written enumeration or detailed list in orderly form. See also Exhibit 
and Statements. 

Scrip. An evidence of indebtedness, usually in small denomination, se- 
cured or unsecured, interest-bearing or noninterest-bearing, stating that 
the governmental unit, under conditions set forth, will pay the face 
value of the certificate or accept it in payment of certain obligations. 

Securities. Bonds, notes, mortgages, or other forms of negotiable or 
nonnegotiable instruments. See also Investments. 
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Self-Supporting or Self-Liquidating Debt. Debt obligations whose 
principal and interest are payable solely from the earnings of the 
enterprise for the construction or improvement of which they were 
originally issued. See also Revenue Bonds. 

Serial Annuity Bonds. Serial bonds in which the annual installments of 
bond principal are so arranged that the combined payments for princi- 
pal and interest are approximately the same each year. 

Serial Bonds. Bonds the principal of which is repaid in periodic install- 
ments over the life of the issue. See Serial Annuity Bonds and De- 
ferred Serial Bonds. 

Shared Revenue. Revenue which is levied by one governmental unit but 
shared, usually in proportion to the amount collected, with another unit 
of government or class of governments. 

Shared Tax. See Shared Revenue. 

Short-Term Debt. Debt with a maturity of one year or less after the 
date of issuance. Short-term debt usually includes floating debt, bond 
anticipation notes, tax anticipation notes, and interim warrants. 

Sinking Fund. See Debt Service Fund. 

Sinking Fund Bonds. Bonds issued under an agreement which requires 
the governmental unit to set aside periodically out of its revenues a sum 
which, with compound earnings thereon, will be sufficient to redeem 
the bonds at their stated date of maturity. Sinking Fund bonds are 
usually also term bonds (q.v.). 

Special Assessment. A compulsory lev)’- made by a local government 
against certain properties to defray part or all of the cost of a specific 
improvement or service which is presumed to be of general benefit to 
the public and of special benefit to such properties. 

Note. The term should not be used without a modifier (for example, 
“special assessments for street paving,” or “special assessments for street 
sprinkling”) unless the intention is to have it cover both improvements 
and services or unless the particular use is apparent from the context. 

Special Assessment Bonds. Bonds payable from the proceeds of special 
assessments (q.v.). If the bonds are payable only from the collections of 
special assessments, they are known as “special-special assessment 
bonds.” If, in addition to the assessments, the full faith and credit of the 
governmental unit are pledged, they are known as “general obligation 
special assessment bonds.” 

Special Assessment Fund. A fund set up to finance and account for the 
construction of improvements or provision of services which arc to be 
paid for, wholly or in part, from special assessments levied against 
benefited property. See also Special Assessment and Special Assess- 
ment Bonds. 

Special Assessment Liens Receivable. Claims which a governmental 
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unit has upon properties until special assessments (q.v.) levied against 
them have been paid. The term normally applies to those delinquent 
special assessments for the collection of which legal action has been 
taken through the filing of claims. 

Special Assessment Role. The official list showing the amount of special 
assessments (q.v.) levied against each property presumed to be bene- 
fited by an improvement or service. 

Special Audit. An audit which is limited to some particular phase of a 
governmental unit’s activity, such as the examination of a Capital Proj- 
ects Fund, or an audit which covers all of the governmental unit's 
activities for a shorter or longer period of time than the usual account- 
ing period of one fiscal year. Such audits may involve some detailed 
verifications as determined by the professional judgment of the auditor, 
but usually they arc based on appropriate tests and checks. See 
General Audit. 

Special District. An independent unit of local government organized to 
perform a single governmental function or a restricted number of 
related functions. Special districts usually have the power to incur debt 
and levy taxes; however, certain types of special districts arc entirely 
dependent upon enterprise earnings and cannot impose taxes. Examples 
of special districts are water districts, drainage districts, flood control 
districts, hospital districts, fire protection districts, transit authorities, 
port authorities, and electric power authorities. 

Special District Bonds. Bonds issued by a special district. See Special 
District. 

Special Fund. Any fund which must be devoted to some special use in 
accordance with specific regulations and restrictions. Generally, the 
term applies to all funds other than the General Fund (q.v.). 

Special Revenue Fund. A fund used to account for revenues from 
specific taxes or other earmarked revenue sources which by law are 
designated to finance particular functions or activities of government. 
After the fund is established, it usually continues year after year until 
discontinued or revised by proper legislative authority. An example is a 
motor fuel tax fund used to finance highway and road construction. 

Special-Special Assessment Bonds. See Special Assessment Bonds. 

Standard Cost. The predetermined cost of performing an operation or 
producing a product when labor, materials, and equipment are utilized 
efficiently under reasonable and normal conditions. 

Note. Normal conditions exist when there is an absence of special or 
extraordinary factors affecting the quality or quantity of the work 
performed, or the time or method of performing it. 

State-Collected Locally Shared Tax. Tax collected by state, distrib- 
uted in part to local governments.* 
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Statements. (1) Used in a general sense, statements are all of those 
formal written presentations which set forth financial information. (2) 
In technical accounting usage, statements are those presentations of 
financial data which show the financial position and the results of 
financial operations of a fund, a group of accounts, or an entire govern- 
mental unit for a particular accounting period. See also Exhibit 
and Schedule. 

Statute. A written law enacted by a duly organized and constituted 
legislative body. See also Ordinance, Resolution, and Order. 

Stores. Goods on hand in storerooms, subject to requisition and use. 

Straight Serlal Bonds. Serial bonds (q.v.) in which the annual install- 
ments of a bond principal are approximately equal. 

Subactivity. A specific line of work performed in carrying out a govern- 
mental activity. For example, cleaning luminaires and replacing defec- 
tive street lamps would be subactivities under the activity of street light 
maintenance. 

Subfunction. A grouping of related activities within a particular govern- 
mental function. For example, “police” is a subfunction of the function 
“public safety.” 

Subsidiary Account. One of a group of related accounts which support 
in detail the debit and credit summaries recorded in a control account. 
An example is the individual property taxpayers’ accounts for taxes 
receivable in the general ledger. See also Control Account and Subsid- 
iary Ledger. 

Subsidiary Ledger. A group of subsidiary accounts (q.v.) the sum of the 
balances of which is equal to the balance of the related control account. 
See also Control Account and Subsidiary Account. 

Subvention. A grant (q.v.). 

Surety Bond. A written promise to pay damages or to indemnify against 
losses caused by the party or parties named in the document, through 
nonperformance or through defalcation. An example is a surety bond 
given by a contractor or by an official handling cash or securities. 

Surplus. See Fund Balance, Retained Earnings, and Investment in 
General Fixed Assets. 

Surplus Receipts. A term sometimes applied to receipts which increase 
the balance of a fund but are not a part of its normal revenue; for 
example, collection of accounts previously written off. Sometimes used 
as an account title.* 

Suspense Account. An account which carries charges or credits tempo- 
rarily, pending the determination of the proper account or accounts to 
which they are to be posted. See also Suspense Fund. 

Suspense Fund. A fund established to account separately for certain 
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receipts pending the distribution or disposal thereof. See also At :encv 
Fund. 

Symbolization. The assignment of letters, numbers, or other marks or 
characters to the ordinary titles of the ledger accounts. Fa eh letter or 
number should have the same meaning wherever used and should be 
selected with great care so that it will indicate immediately and with 
certainty the title of the account, as well as its place in the classification. 
The use of proper symbols saves much time and space in making the 
book record and adds to its precision and accuracy. See also Coding. 
Syndicate, Underwriting. A group formed for the marketing of a given 
security' issue too large for one member to handle expeditiously, after 
which the group is dissolved.* 

Tax Anticipation Notes. Notes (sometimes called warrants) issued in 
anticipation of collection of taxes, usually rctirablc only from tax- 
collections, and frequently only from the proceeds of the tax levy 
whose collection they anticipate. 

Tax Anticipation Warrants. See Tax Anticipation Notes. 

Tax Certificate. A certificate issued by a governmental unit as evidence 
of the conditional transfer of title to tax-delinquent property from the 
original owner to the holder of the certificate. If the owner does not 
pay the amount of the tax arrearage and other charges required by law 
during the specified period of redemption, the holder can foreclose to 
obtain title. Also called “tax sale certificate” and “tax lien certificate” in 
some jurisdictions. See also Tax Deed. 

Tax Deed. A written instrument by which title to property sold for taxes 
is transferred unconditionally to the purchaser. A tax deed is issued 
upon foreclosure of the tax lien (q.v.) obtained by the purchaser at the 
tax sale. The tax lien cannot be foreclosed until the expiration of the 
period during which the owner may redeem his property- through 
paying the delinquent taxes and other charges. See also Tax 
Certificate. 

Tax Levy Ordinance. An ordinance (q.v.) by means of which taxes are 
levied. 

Tax Liens. Claims which governmental units have upon properties until 
taxes levied against them have been paid. 

Note. The term is sometimes limited to those delinquent taxes for the 
collection of which legal action has been taken through the filing of 
liens. 

Tax Liens Receivable. Legal claims against property which have been 
exercised because of nonpayment of delinquent taxes, interest, and 
penalties. The account includes delinquent taxes, interest, and penalties 
receivable up to the date the lien becomes effective, and the cost of 
holding the sale. 



734 Governmental accounting 


Tax Notes. See Tax Anticipation Notes. 

Tax Rate. The amount of tax stated in terms of a unit of the tax base; for 
example, 25 mills per dollar of assessed valuation of taxable property. 

Tax Rate Limit. The maximum rate at which a governmental unit may 
levy a tax. The limit may apply to taxes raised for a particular purpose, 
or to taxes imposed for all purposes; and may apply to a single govern- 
ment, to a class of governments, or to all governmental units operating 
in a particular area. Overall tax rate limits usually restrict levies for all 
purposes and of all governments, state and local, having jurisdiction in a 
given area. 

Tax Roll. The official list showing the amount of taxes levied against 
each taxpayer or property. Frequently, the tax roll and the assessment 
roll (q.v.) are combined, but even in these cases the two can be 
distinguished. 

Tax Sale Certificate. See Tax Certificate. 

Tax Supplement. A tax levied by a local unit of government which has 
the same base as a similar tax levied by a higher level of government, 
such as a state or province. The local tax supplement is frequently 
administered by the higher level of government along with its own tax. 
A locally imposed, state-administered sales tax is an example of a tax 
supplement. 

Tax Title Notes. Obligations secured by pledges of the governmental 
unit’s interest in certain tax liens or tax titles. 

Taxes. Compulsory charges levied by a governmental unit for the pur- 
pose of financing services performed for the common benefit. 

Note. The term does not include specific charges made against 
particular persons or property for current or permanent benefits such as 
special assessments. Neither does the term include charges for services 
rendered only to those paying such charges as, for example, sewer 
service charges. 

Taxes Collected in Advance. A liability for taxes collected before the 
tax levy has been made or before the amount of taxpayer liability has 
been established. 

Taxes Levied for Other Governmental Units. Taxes levied by the 
reporting governmental unit for other governmental units, which, 
when collected, are to be paid over to these units. 

Taxes Paid in Advance. Same as Taxes Collected in Advance. Also 
called Prepaid Taxes. 

Taxes Receivable — Current. The uncollected portion of taxes which a 
governmental unit has levied, which has become due but on which no 
penalty for nonpayment attaches. 

Taxes Receivable — Delinquent. Taxes remaining unpaid on and after 
die date on which a penalty for nonpayment is attached. Even though 
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the penalty may he subsequently waived and a portion of the taxes may 
he abated or canceled, tiic unpaid balances continue to he delinquent 
taxes until paid, abated, canceled, or converted into tax liens. 

Temporary Loans. Short-term obligations representing amounts bor- 
rowed for short periods of time and usually evidenced by notes payable 
(q.v.) or warrants payable (q.v.). They may be unsecured, or secured 
by specific revenues to be collected. See also Tax Anticipation 
Notes. 

Term Bonos. Bonds the entire principal of which matures on one date. 

Also called sinking fund bonds (q.v.). 

Term Bonds Payable. A liability account which records the face value 
of general obligation term bonds issued and outstanding. 

Time Warrant. A negotiable obligation of a governmental unit having a 
term shorter than bonds, and frequently tendered to individuals and 
firms in exchange for contractual services, capital acquisitions, or equip- 
ment purchases. 

Time Warrants Payable. The amount of time warrants outstanding and 
unpaid. 

Traditional Budget. A term sometimes applied to the budget of a gov- 
ernmental unit wherein expenditures are based entirely or primarily on 
objects of expenditure. See also Program Budget and Performance 
Budget. 

Transfer Voucher. A voucher (q.v.) authorizing transfers of cash or 
other resources between funds. 

Trial Balance. A list of the balances of the accounts in a ledger kept by 
double entry (q.v.), with the debit and credit balances shown in sepa- 
rate columns. If the totals of the debit and credit columns are equal or 
their net balance agrees with a control account, the ledger from which 
the figures are taken is said to be "in balance.” 

Trust Fund. A fund consisting of resources received and held by the 
governmental unit as trustee, to be expended or invested in accordance 
with the conditions of the trust. See also Endowment Fund, Private 
Trust Fund, and Public Trust Fund. 

Trust and Agency Fund. See Agency Fund and Trust Fund. 
Unallotted Balance of Appropriation. An appropriation balance avail- 
able for allotment (q.v.). 

Unamortized Discounts on Bonds Sold. That portion of the excess of 
the face value of bonds over the amount received from their sale which 
remains to be written off periodically over the life of the bonds. 
Unamortized Discounts on Investments (Credit). That portion of the 
excess of the face value of securities over the amount paid for them 
which has not yet been written off. 
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Unamortized Premiums on Bonds Sold. An account in an Enterprise 
Fund which represents that portion of the excess of bond proceeds over 
par value and which remains to be amortized over the remaining life of 
such bonds. 

Unamortized Premiums on Investments. That portion of the excess of 
the amount paid for securities over their face value which has not yet 
been amortized. . 

Unappropriated Budget Surplus. Where the fund balance at the close 
of the preceding year is not included in the annual budget, this term 
designates that portion of the current fiscal year’s estimated revenues 
which has not been appropriated. Where the fund balance of the 
preceding year is included, this term designates the estimated fund 
balance at the end of the current fiscal period. 

Unaudited Vouchers. Claims which have been received but which have 
not yet gone through the total vouchering process. 

Unbilled Accounts Receivable. An account which designates the esti- 
mated amount of accounts receivable for services or commodities sold 
but not billed. For example, if a utility bills its customers bimonthly but 
prepares monthly financial statements, the amount of services rendered 
or commodities sold during the first month of the bimonthly period 
would be reflected in the balance sheet under this account title. 

Underwriting Syndicate. See Syndicate, Underwriting.* 

Unearned Income. See Deferred Credits. 

Unencumbered Allotment. That portion of an allotment not yet ex- 
pended or encumbered. 

Unencumbered Appropriation. That portion of an appropriation not yet 
expended or encumbered. 

Unexpended Allotment. That portion of an allotment which has not 
been expended. 

Unexpended Appropriation. That portion of an appropriation which has 
not been expended. 

Unit Cost, A term used in cost accounting to denote the cost of produc- 
ing a unit of product or rendering a unit of service; for example, the 
cost of treating and purifying a thousand gallons of sewage. 

Unit Tax Ledger. A ledger which records the assessed value and other 
data on taxable properties. Where the unit tax ledger system is used, 
there is an individual ledger card for each piece of taxable property; 
legal provisions permitting, this ledger functions in lieu of a tax roll. 

Unliquidated Encumbrances. Encumbrances outstanding. 

Unrealized Revenue. See Accrued Revenue. 

Utility Fund. See Enterprise Fund. 

Value. As used in governmental accounting, this term designates ( 1 ) the 
act of describing anything in terms of money; or (2) the measure of a 
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tiling in terms of money. The term should not he wed without further 
qualification. See also Book Yaj.lt. and Fact, Yat.lt. 

Voucher. A written document which evidences the propriety of transac- 
tions and usually indicates the accounts in which they arc to he 
recorded. 

Voucher Check. A document combining a check and a brief description 
of the transaction covered by the check, the two parrs separated by a 
perforated horizontal line, for separation of the two parts.* 

Voucher System. A system which calls for the preparation of vouchers 
(q.v.) for transactions involving payments and for the recording of 
such vouchers in a special book of original entry (q.v.). known as a 
voucher register, in the order in which payment is approved. 

Vouchees Payable. Liabilities for goods and services evidenced by 
vouchers which have been preaudited and approved for payment but 
which have not been paid. 

Warrant. An order drawn by the legislative body or an officer of a 
governmental unit upon its treasurer, directing the latter to pay a 
specified amount to the person named or to the bearer. It may be 
payable upon demand, in which case it usually circulates the same as a 
bank check; or it may be payable only out of certain revenues when 
and if received, in which case it does not circulate as freely. See also 
Registered Warrant and Deposit Warrant. 

Warrants Payable. The amount of warrants outstanding and unpaid. 

Work in Process. The cost of partially completed products manufac- 
tured or processed, such as a partially completed printing job. Some- 
times referred to as “work in progress.” See also Construction Work 
in Progress. 

Work in Progress. See Construction Work in Progress and Work in 
Process. 

Work Order. A written order authorizing and directing the perform- 
ance of a certain task and issued to the person who is to direct the work. 
Among: the items of information shown on the order are the nature and 
location of the job, specifications of the work to be performed, and a 
job number which is referred to in reporting the amount of labor, 
materials, and equipment used. 

Work Program. A plan of work proposed to be done during a particular 
period by an administrative agency in carrying out its assigned 
activities. 

Work Unit. A fixed quantity which will consistently measure work 
effort expended in the performance of an activity or the production of 
a commodity. 

Working Capital Fund. See In trago vern mental Service Fund. 

Yield Rate. See Effective Interest Rate. 
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Basic Principles Recommended by the 
National Committee on Governmental 
Accounting* 


Legal compliance and financial operations 

1. A governmental accounting system must make it possible: (a) to 
show that all applicable legal provisions have been complied with; and (b) 
to determine fairly and with full disclosure the financial position and 
results of financial operations of the constituent funds and self-balancing 
account groups of the governmental unit. 

Conflicts between accounting principles and legal provisions 

2. If there is a conflict between legal provisions and generally accepted 
accounting principles applicable to governmental units, legal provisions 
must take precedence. Insofar as possible, however, the governmental 
accounting system should make possible the full disclosure and fair pres- 
entation of financial position and operating results in accordance with 
generally accepted principles of accounting applicable to governmental 
units. 

The budget and budgetary accounting 

3. An annual budget should be adopted by every governmental unit, 
whether required by law or not, and the accounting system should 
provide budgetary control over general governmental revenues and 
expenditures. 

Fund accounting 

4. Governmental accounting systems should be organized and operated 
on a fund basis. A fund is defined as an independent fiscal and accounting 
entity with a self-balancing set of accounts recording cash and/or other 
resources together with all related liabilities, obligations, reserves, and 

* The principles presented here are quoted from National Committee on Govern- 
mental Accounting, Governmental Accounting , Auditing and Financial Reporting 
(Chicago: Municipal Finance Officer Association, 1968), pp. 3-14; a brief explanation 
of each principle is also presented on those pages. 
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equities which arc segregated for the purpose of carrying on specific 
activities or attaining certain objectives in accordance with special regula- 
tions, restrictions, or limitations. 

Typos of funds 

5. The following types of funds arc recognized and should be used in 
accounting for governmental financial operations as indicated. 

(1) The General Fund to account for all financial transactions not propci iy 
accounted for in another fund; 

(2) Special Revenue Funds to account for the proceeds of specific revenue 
sources (other than special assessments) or to finance specified activities as re- 
quired by law or administrative regulation; 

(3) Debt Service Funds to account for the payment of interest and princi- 
pal on long-term debt other than special assessment and revenue bonds; 

(4) Capital Projects Funds to account for the receipt and disbursement of 
moneys used for the acquisition of capital facilities other than those financed 
by special assessment and enterprise funds; 

(5) Enterprise Funds to account for the financing of services to the 
general public where all or most of the costs involved arc paid in the form 
of charges by users of such services; 

(6) Trust and Agency Funds to account for assets held by a governmental 
unit as trustee or agent for individuals, private organizations, and other 
governmental units; 

(7) Intragovernmcntal Service Funds to account for the financing of 
special activities and services performed by a designated organization unit 
within a governmental jurisdiction for other organization units within the 
same governmental jurisdiction; 

(8) Special Assessment Funds to account for special assessments levied to 
finance public improvements or services deemed to benefit the properties 
against which the assessments are levied. 

Number of funds 

6. Every governmental unit should establish and maintain those funds 
required by law and sound financial administration. Since numerous funds 
make for inflexibility, undue complexity, and unnecessary expense in both 
the accounting system and the over-all financial administration, however, 
only the minimum number of funds consistent with legal and operating 
requirements should be established. 

Fund accounts 

7. A complete self-balancing group of accounts should be established 
and maintained for each fund. This group should include all general 
ledger accounts and subsidiary records necessary to reflect compliance 
with legal provisions and to set forth the financial position and the results 
of financial operations of the fund. A clear distinction should be made 
between the accounts relating to current assets and liabilities and those 
relating to fixed assets and liabilities. With the exception of Intragovern- 
mental Sendee Funds, Enterprise Funds, and certain Trust Funds, fixed 
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assets should not be accounted for in the same fund with the current assets, 
but should be set up in a separate, self-balancing group of accounts called 
the General Fixed Asset Group of Accounts. Similarly, except in Special 
Assessment, Enterprise, and certain Trust Funds, lontj-term liabilities 
should not be carried with the current liabilities of any fund, but should 
be set up in a separate, self-balancing group of accounts known as the 
General Long-term Debt Group of Accounts. 

Valuation of fixed assets 

8. The fixed asset accounts should be maintained on the basis of origi- 
nal cost, or the estimated cost if the original cost is not available, or, in the 
case of gifts, the appraised value at the time received. 

Depreciation 

9. Depreciation on general fixed assets should not be recorded in the 
general accounting records. Depreciation charges on such assets mav be 
computed for unit cost purposes, provided such charges are recorded only 
in memorandum form and do not appear in the fund accounts. 

Basis of accounting 

10. The accrual basis of accounting is recommended for Enterprise, 
Trust, Capital Projects, Special Assessment, and Intragovernmental Service 
Funds. For the General, Special Revenue, and Debt Service Funds, the 
modified accrual basis of accounting is recommended. The modified ac- 
crual basis of accounting is defined as that method of accounting in which 
expenditures other than accrued interest on general long-term debt are 
recorded at the time liabilities are incurred and revenues are recorded 
when received in cash, except for material or available revenues which 
should be accrued to reflect properly the taxes levied and the revenues 
earned. 

Classification of accounts 

11. Governmental revenues should be classified by fund and source. 
Expenditures should be classified by fund, function, organization unit, 
activity, character, and principal classes of objects in accordance with 
standard recognized classification. 

Common terminology and classification 

12. A common terminology and classification should be used consist- 
ently throughout the budget, the accounts, and the financial reports. 

Financial reporting 

13. Financial statements and reports showing the current condition of 
budgetary and proprietary accounts should be prepared periodically to 
control financial operations. At the close of each fiscal year, a comprehen- 
sive annual financial report covering all funds and financial operations of 
the governmental unit should be prepared and published. 
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0.9059 

5064 

0.8884 8705 

0.8548 0419 

0.8227 0247 

0.7920 9366 

5 

0.9057 

3081 

0.8838 

5429 

0.8626 0878 

0.8219 2711 

0.7835 2617 

0.7472 5817 

6 

0.8879 

7138 

0.8622 

9687 

0.8374 8426 

0.7903 1453 

0.7462 1540 

0.7049 6054 

7 

0.8705 

6018 

0.8412 

6524 

0.8130 9151 

0.7599 1781 

0.7106 8133 

0.6650 5711 

8 

0.8534 

9037 

0.8207 

4657 

0.7894 0923 

0.7306 9021 

0.6768 3936 

0.6274 1237 

9 

0.8367 

5527 

0.8007 

2836 

0.7664 1673 

0.7025 8674 

0.6446 0S92 

0.5918 9S46 

10 

0.8703 

4830 

0.7811 

9840 

0.7440 9391 

0.6755 6417 

0.6139 1325 

0.5583 9478 

11 : 

0.8047 

6304 

0.7621 

4478 

0.7224 2128 

0.6495 8093 

0.5846 7929 

0.5267 8753 

12 

0.7884 

9318 

0.7435 

5589 

0.7013 7988 

0.6245 9705 

0.5568 3742 

0.4969 6936 

13 

0.7730 

3253 

0.7254 

2038 

0.6809 5134 

0.6005 7409 

0.5303 2135 

0.46SS 3902 

14 

0.7578 

7502 

0.7077 

2720 

0.6611 1781 

0.5774 7508 

0.5050 6795 

0.4423 0096 

15 

0.7430 

1473 ' 

0.6904 

6556 

0.6418 6195 

0.5552 6450 

0.4810 1710 

0.4172 6506 

16 

0.7284 

4581 

0.6736 

2493 

0.6231 6694 

0.5339 0S18 

0.4581 1152 

0.3936 4628 

17 

0.7141 

6256 

0.6571 

9506 

0.6050 1645 

0.5133 7325 

0.4362 9669 

0.3713 6442 

18 

0.7001 

5937 

0.6411 

6591 

0.5873 9461 

0.4936 2812 

0.4155 2065 

0.3503 4379 

19 

0.6864 

3076 

0.6255 

2772 

0.5702 8603 

0.4746 4242 

0.3957 3396 

0.3305 1301 

20 

0.6729 

7133 

0.6102 

7094 

0.5536 7575 

I 

0.4563 8695 

0.3768 8948 j 

0.3118 0473 

21 

0.6597 

7582 

0.5953 

8629 

0.5375 4928 

0.4388 3360 

0.3589 4236 

0.2941 5540 

22 

0.6468 

3904 

0.5808 

6467 

0.5218 9250 

0.4219 5539 

0.3418 4987 

0.2775 0510 

23 

0.6341 

5592 

0.5666 

9724 

0.5066 9175 

0.4057 2633 

0.3255 7131 

0.2617 9726 

24 

0.6217 

2149 

0.5528 

7535 

0.4919 3374 

0.3901 2147 

0.3100 6791 

0.2469 7855 

75 

0.6095 

3087 

0.5393 

9059 

0.4776 0557 

0.3751 1680 

0.2953 0277 

0.2329 9863 

26 

0.5975 

7928 

0.5262 

3472 

0.4636 9473 

0.3606 8923 

0.2812 4073 

0.2198 1003 

27 

0.5858 

6204 

0.5133 

9973 

0.4501 8906 

0.3468 1657 

0.2678 4832 

0.2073 6795 

28 

0.5743 

7455 

0.5008 

7778 

0.4370 7675 

0.3334 7747 

0.2550 9364 

0.1956 3014 

29 

0.5631 

1231 

0.4886 

6125 

0.4243 4636 

0.3206 5141 

0.2429 4632 

0.1845 5674 

30 

0.5520 

7089 

0.4767 

4269 

0.4119 8676 

0.3083 1867 

0.2313 7745 

0.1741 1013 

31 

0.5412 

4597 

0.4651 

1481 

0.3999 8715 

0.2964 6026 

0.2203 5947 

0.1642 5484 

37 

0.5306 

3330 

0.4537 

7055 

0.3883 3703 

0.2850 5794 

0.2098 6617 

0.1549 5740 

33 

0.5202 

2873 

0.4427 

0298 

0.3770 2625 

0.2740 9417 

0.1998 7254 

0.1461 8622 

34 

0.5100 

2817 

0.4319 

0534 

0.3660 4490 

0.2635 5209 

0.1903 5480 

0.1379 1153 

35 

0.5000 

2761 

0.4213 

7107 

0.3553 8340 

0.2534 1547 

0.1812 9029 

0.1301 0522 

36 

0.4902 

2315 

0.4110 

9372 

0.3450 3243 

0.2436 6872 

0.1726 5741 

0.1227 4077 

37 

0.4806 

1093 

0.4010 

6705 

0.3349 8294 

0.2342 9685 

0.1644 3563 

0.1157 9318 

38 

0.4711 

8719 

0.3912 

8492 

0.3252 2615 

0.2252 8543 

0.1566 0536 

0.1092 3885 

39 

0.4619 

4822 

0.3817 

4139 

0.3157 5355 

0.2166 2061 

0.1491 4797 

0.1030 5552 

40 

0.4528 

9042 

0.3724 

3062 

0.3065 5684 

0.20S2 8904 

0.1420 456S 

0.0972 2219 








7 A3 


Appendix 3 — Mathematical tablet: 
B. PRESENT WORTH OF AN ANNUITY (If- RENT IS I) 

1 - ~L— 

( i + >r 


t 


Periods 

i% 

V/o 

9Cf 

A /O 

1% 

! i ir* 

\ * t to 

[ 

1 

0.997 

5062 

0.995 

0249 

0.992 555S 

0 990 0990 

0.9S7 6543 

| 0 955 2217 

2 

1.992 

5249 

1.935 

0994 

1 977 7229 

1 970 3951 

1.963 1154 

1 1 935 8534 

3 

2.985 

0623 

2.970 

2481 

2.955 5562 

2.940 9852 

2.926 5337 

2 912 2004 

4 

3.975 

1245 

3.950 

4957 

3-926 1304 

3. 901 9656 

3.873 0550 

3 S54 3347 

5 

4.962 

7177 

4.925 

8663 

4.889 4396 

4.853 4312 

4.817 6350 

4. 78 2 6450 

6 

5.947 

8480 

5.896 

3844 

5.845 5976 

5.795 4765 

5.746 0099 

5.697 1872 

7 

6.930 

5217 

6.862 

0740 

6.794 6379 

6.728 1945 

6.662 725S 

6.599 2140 

8 

7.910 

7449 

7.822 

9592 

7.736 6133 

7.651 6778 

7.56S 1243 

7.455 9251 

9 

8.888 

5236 

8.779 

0639 

8.671 5764 

8.566 0176 

8.462 3450 

8.360 5173 

10 

9.863 

8639 

9.730 

4139 

9. 559 5796 

9-471 3045 

9.345 5259 

9.222 1846 

11 

10.836 

7720 

10.677 

0267 

10.520 6745 

10.367 6282 

10.217 £034 


12 

11.807 

2538 

11.618 

9321 

11.434 9127 

11.255 0775 

11.079 3120 

! 10.907 5052 

13 

12.775 

3156 

12.556 

1513 

12.342 3451 

12.133 7401 

11.930 1847 


14 

13.740 

9631 

13-488 

7078 

13.243 0224 

13.003 7030 

12.770 5523 

12.543 3815 

15 

14.704 

2026 

14.416 

6246 

14.136 9950 

13.865 0525 


13-343 2330 

16 

15.665 

0400 

15-339 

9250 

15.024 3326 

14.717 873S 

14.420 2923 

14.131 2641 

17 

16.623 

4813 

16.258 

6319 

15.905 0249 

15.562 2513 

15-229 91S3 

14.907 6493 

18 

17-579 

5325 

17.172 

76S0 

16.779 1811 

16.39S 26S6 

16.029 5489 

15-672 5609 

19 

18.533 

1995 

18.032 

3562 

17.646 829S 

17.226 OOS5 

16.819 3076 

16.426 16S4 

20 

19.484 

4883 

18.987 

4192 

IS. 508 0197 

18.045 5530 

17.599 3161 

17-16S 63SS 

21 

20.433 

4048 

19.887 

9792 

19.362 79S7 

18.856 9831 

18.369 6950 


22 

21.379 

9549 

20.784 

0590 

20.211 2146 

19.660 3793 

19-130 5629 

B 

23 

22.324 

1445 

21.675 

6S06 

21.053 3147 

20.455 8211 


K 

24 

23.265 

9796 

22.562 

8662 

21.889 1461 

21.243 3873 

20.624 2345 

20.030 4054 

25 

24.205 

4659 

23.445 

63S0 

22.718 7555 

22.023 1557 

21.357 2636 

20.719 6112 

26 

25.142 

6094 

24.324 

0179 

23.542 1891 

22.795 2037 


21.393 6317 

27 .... . 

26.077 

4159 

25.198 

0278 

24.359 4929 

23.559 6076 



28 

27.009 

8911 

26.067 

6894 

25.170 7125 

24.316 4432 

23-502 5178 


29 

27.940 

0410 

26.933 

0242 

25.975 8933 

25.065 7853 



30 

28.867 

8713 

27.794 

0540 

26.775 0S02 

25.807 70S2 


24.015 8380 

31 

29.793 

3879 

28.650 

8000 

27.568 3178 

26.542 2854 

25-569 2901 

24.646 1453 

32 

30.716 

5964 

29.503 

2836 

28.355 6505 

27.269 5895 

26.241 2742 

25.267 1387 

33 

31.637 

5026 

30.351 

5259 

29.137 1220 

27.989 6926 

26.904 9622 

25.87S 9544 

34 

32.556 

1123 

31.195 

5482 

29.912 7762 

28.702 6659 

27.560 4564 

26.4S1 72S5 

35 

33.472 

4313 

32.035 

3713 

30.6S2 6563 

29.40S 5801 


27.075 5946 

36 

34.3S6 

4651 

32.871 

0162 


30.107 5050 

2S.S47 2674 

27.660 6S43 

37 

35.29S 

2196 

33-702 

5037 

32.205 2658 

30.799 5099 

29.478 7826 

2S.237 1274 

3S 

36.207 

7003 

34-529 

S544 


3I.4S4 6633 



39 

37.114 

9130 

35-353 

0S90 





40 

38.019 

8634 

36.172 

2279 






744 Governmental accounting 


B. PRESENT WORTH OF AN ANNUITY (IF RENT IS 1) ( GmtinutJ, ) 


(1 + 0 " 


Periods 

2% 

21% 

3% 

4% 

5% 

6% 

X 

0.9S0 

3922 

0.975 

609S 

0.970 S73S 

0.961 5385 

0.952 3S10 

0.943 3962 

2 

1.941 

5609 

1.927 

4242 

1.913 4697 

1.886 0947 

1.859 4104 

1-833 3927 

3 

2.8S3 

SS33 

2.856 

0236 

2.828 6114 

2.775 0910 

2.723 2480 

2.673 0120 

4 

3.807 

7287 

3-761 

9742 

3.717 0984 

3.629 8952 

3.545 9505 

3-465 1056 

5 

4.713 

4595 

4.645 

8285 

4.579 7072 

4.451 8223 

4.329 4767 

4.212 3638 

6 

5-601 

4309 

5.50S 

1254 

5.417 1914 

5-242 1369 

5-075 6923 

4.917 3243 

7 

6.471 

9911 

6.349 

3906 

6.230 2830 

6.002 0547 

5-786 3731 

5.5S2 3SI4 

8 

7.325 

4814 

7.170 

1372 

7.019 6922 

6.732 7449 

6.463 2128 

6.209 7938 

9 

8.162 

2367 

7.970 

8655 

7.786 I0S9 

7.435 3316 

7.107 8217 

6.801 6923 

10 

8.982 

5850 

S.752 

0639 

8.530 2028 

8.110 8958 

7.721 7349 

7.360 0S71 

11 

9-786 

8481 

9.514 

2087 

9.252 6241 

8.760 4767 

8.306 4142 

7.886 8746 

12 

10.575 

3412 

10.257 

7646 

9.954 0040 

9.385 0738 

8.863 2516 

8.383 8439 

13 

11.348 

3738 

10.983 

1850 

10.634 9553 

9.985 6479 

9.393 5730 

8.852 6830 

14 

12.106 

2488 

11.690 

0122 

11.296 0731 

10.563 1229 

9.898 6409 

9.294 9339 

15 

12.849 

2635 | 

12.381 

3777 

11.937 9351 

11.118 3874 

10.379 6580 

9.712 2490 

16 

13.577 

7093 

13.055 

0027 

12.561 1020 

11.652 2956 

10.837 7696 

10.105 8953 

17 

14.291 

8719 

13.712 

.1977 

13-166 1185 

12.165 6689 

11.274 0663 

10.477 2597 

18 

14.992 

0313 

14.353 

3636 

13-753 5131 

12.659 2970 

11.6S9 5869 

10.827 6035 

19 

15.678 

4620 

14.978 

8913 

14.323 7991 

13.133 9394 

12.085 3209 

11.158 1165 

20 

16.351 

4333 

15-589 

1623 

14.877 4749 

13.590 3263 . 

i 

12.462 2103 

11.469 9212 

21 

17.011 

2092 

16.184 

5486 

15.415 0241 

14.029 1600 

12.821 1527 

11.764 0766 

22 

17.65S 

0482 

16.765 

4132 

15.936 9166 

14.451 1153 

13.163 0026 

12.041 5817 

23 

18.292 

2041 

17.332 

1105 

16.443 6084 

14.856 8417 

13.488 5739 

12.303 3790 

24 

18.913 

9256 

17.884 

9858 

16.935 5421 

15-246 9631 

13.798 6418 

12.550 3575 

25 

19.523 

4565 

18.424 

3764 

17.413 1477 

15.622 0799 

I 14.093 9446 

12.783 3562 

26 

20.121 

0358 

18.950 

6111 

17.876 8424 

15-982 7692 

14.375 1853 

13.003 1662 

27 

20.706 

8978 

19.464 

0109 

18.327 0315 

16.329 5858 

14.643 0336 

13.210 5341 

28 

21.281 

2724 

19.964 

8887 

18.764 10S2 

16.663 0632 

14.898 1273 

13.406 1643 

29 

21.844 

3847 

20.453 

5499 

19.188 4546 

16.983 7146 

15.141 0736 

13-590 7210 

30 

22.396 

4556 

20.930 

2926 

19.600 4414 

17.292 0333 

15-372 4510 

13.764 8312 

31 

22.937 

7015 

21.395 

4074 

20.003 4285 

17.588 4936 

15-592 8105 

13.929 0860 

32 

23-468 

3348 

21.849 

1780 

20.3SS 7655 

17.873 5515 

15.802 6767 

14.084 0434 

1 

23.9S8 

5636 

22.291 

8S09 

20.765 7918 

18.147 6457 

16.002 5492 

14.230 2296 


24.49S 

5917 

22.723 

7863 

21.131 8367 

18.411 1978 

16.192 9040 

14.36S 1411 


24-99S 

6193 

23.145 

1573 

21.487 2201 

18.664 6132 

16.374 1943 

14.49S 2464 

36 

25.4SS 

8425 

23.556 

2511 

21.832 2525 

18.908 2820 

16.546 8517 

14.620 9S71 

37 

25.969 

4534 

23.957 

3181 

22.167 2354 

19.142 57SS 

16.711 2873 

14.736 7803 

38 

26.440 

6406 

24.348 

6030 

22.492 4616 

19.367 8642 

16.867 8927 

14.846 0192 

39 

26.902 

5888 

24.730 

3444 

22. SOS 2151 

19.5S4 484S 

17.017 0407 

14.949 0747 

40 

27.355 

4792 

25.102 

7751 

23.114 7720 

19.792 7739 

17.159 0564 

15.046 2969 
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1 

; 1.0325 COCO 
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1.0075 

1 Cl 

1X125 

I r 1 f 


2 

• 1.C053 0525 

1 CKO 25:0 
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2> 

3 
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) • f 
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23 ! 

; 1.0551 C927 
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24 1 

1X617 5704 j 
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- 1X697 3455 1 
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1 

26 ! 
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- 1X952 5631 j 
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1 
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29 j 
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1 
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J 
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1.1672 0703 i 
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1.4S31 3051 j 

1.6103 2432 

33 ] 

i 1.CS5S £657 1 

1.17S9 0533 j 

I 1X795 37C6 i 

L3SS6 9309 i 

1.5067 3214 j 

i-6544 7915 

3*4 

[ 1.C5S6 0159 
| 1X913 2309 I 

I 1.1S4S 0 1S S ! 

[ 1XS92 5434 1 

1 1.43 7 5 7699 S 

1.5255 6629 ; 

1.65S9 9637 

35 1 

! 1.IS07 26 S3 I 

1X9:5 0359 i 

i 

1.4166 0276 | 

1.5445 35S7 j 

2.653: £132 

35 

1.0943 5143 

1 

| 1.1966 £052 

i 

1.3036 4537 | 

1 _ | 

: 1.4307 6S7S \ 

1-5639 4352 i 

1.7091 3954 

37 ! 

1.0367 £653 

[ 12.326 6393 

1.3IS4 6321 ! 

: 1.4450 7647 i 

1.5S34 9312 •’ 

1.7347 7563 

3S ! 

1.0995 2530 

\ 1 -2CS6 7725 ; 

1-32S3 4S66 ! 

; 1.4595 2724 j 

1.6032 £675 ! 

1.7607 5S2S 

39 ! 

1.1022 7732 

1 1.2147 2C63 1 

; 1.3353 112S j 

1.4741 2251 j 

1.6233 2757 ’ 

1.7372 1025 

43 

1.1053 3301 

' 1.2207 9424 - 

■ 1.34S3 4561 ■ 

1.4SSS 6373 ; 

1.6435 1945 J 

1.S243 2S4I 
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C. AMOUNT OF 1 (AT COMPOUND INTEREST) ( 'Ccminuti ) 


(1 + ,y 


Periods 

2% 

21% 

3% 

4% 

5% 

6% 

3 

1.02 

1.025 


1.03 

1.04 

1.05 

1.06 

2 

1.0404 

1.0506 

25 

1.0609 

1.0816 

1.1025 

1.1236 

3 

1.0612 OS 

1.0768 

9063 

1.0927 27 

1.1248 64 

1.1576 25 

1.1910 16 

4 

1.0824 3216 

1.1038 

1289 

1.1255 0881 

1.1698 5856 

1.2155 0625 

1.2624 7695 

5 

1.1040 80S0 

1.1314 

0S21 

1.1592 7407 

1.2166 5290 

1.2762 8156 

1-3382 2558 

6 

1.1261 6242 

1.1596 

9342 

1.1940 5230 

1.2653 1902 

1.3400 9564 

1.4185 1911 

7 

1.1486 8567 

1.1886 

8575 

1.2298 7387 

1-3159 3178 

1.4071 0042 

1.5036 3026 

8 

1.1716 5938 

1.2184 

0290 

1.2667 7008 

1.36S5 6905 

1.4774 5544 

1.5938 4807 

9 

1.1950 9257 

1.2488 

6297 

1.3047 7318 

1.4233 1181 

1.5513 2822 

1.6894 7896 

10 

1.2189 9442 

1.2800 

8454 

1.3439 1638 

1.4802 4428 

1.6288 9463 

1.7903 4770 

11 

1.2433 7431 

1.3120 

8666 

1.3842 3387 

1-5394 5406 

1.7103 3936 

1.8982 9856 

12 

1.2682 4179 

1.3448 

S882 

1.4257 60S9 

1.6010 3222 

1.7958 5633 

2.0121 9647 

13 

1.2936 0663 

1.3785 

1104 

1.4685 3371 

1.6650 7351 

1.8856 4914 

2.1329 2826 

14 

1.3194 7876 

1.4129 

7382 

1.5125 8972 

1.7316 7645 

1.9799 3160 

2.2609 0396 

15 

1.3458 6834 

1.4482 

9S17 

1.5579 6742 

1.8009 4351 

2.0789 2818 

2.3965 5819 

16 

1.3727 8571 

TT 

CO 

TT 

0562 

1.6047 0644 

1.8729 8125 

2.1828 7459 

2.5403 5163 

17 

1.4002 4142 

1.5216 

1826 

1.6528 4763 

1.9479 0050 

2.2920 1832 

2.6927 1119 

18 

1.4282 4625 

1.5596 

5872 

1.7024 3306 

2.0258 1652 

2.4066 1923 

2.8543 3915 

19 

1.4568 1117 

1.5986 

5019 

1.7535 0605 

2.1068 4918 

2.5269 5020 

3.0255 9950 

20 

1.4859 4740 

1.6386 

1644 

1.8061 1123 

2.1911 2314 

2.6532 9771 

3.2071 3547 

21 

1.5156 66 34 

1.6795 

8185 

1.8602 9457 

2.2787 6807 

2.7859 6259 

3-3995 6360 

22 

1.5459 7967 

1-7215 

7140 

1.9161 0341 

2.3699 1879 

2.9252 6072 

3-6035 3742 

23 

1.5768 9926 

1.7646 

1068 

1.9735 8651 

2.4647 1554 

3.0715 2376 

3-8197 4966 

24 

1.6084 3725 

1.8087 

2595 

2.0327 9411 

2.5633 0416 

3.2250 9994 

4.0489 3464 

25 

1.6406 0599 

1.8539 

4410 

2.0937 7793 

2.6658 3633 

3.3863 5494 

4.2918 7072 

26 

1.6734 1811 

1.9002 

9270 

2.1565 9127 

2.7724 697S 

3.5556 7269 

4.5493 8296 

27 

1.7068 S$48 

1.9478 

0002 

2.2212 8901 

2.8833 6858 

3.7334 5632 

4.8223 4594 

28 

1.7410 2421 

1.9964 

9502 

2.2879 2768 

2.9987 0332 

3.9201 2914 

5-1 116 8670 

29 

1.7758 4469 

2.0464 

0739 

2.3565 6551 

3.1186 5145 

4.1161 3560 

5-4183 8790 

30 

1.8113 6158 

2.0975 

6758 

2.4272 6247 

3.2433 9751 

4.3219 4238 

5.7434 9117 

31 

1.8475 8882 

2.1500 

0677 

2.5000 8035 

3.3731 3341 

4.5380 3949 

6.0SS1 0064 

32 

1.8845 4059 

2.2037 

5694 

2.5750 8276 

3.50SO 5875 

4.7649 4147 

6.4533 866S 

33 

1.9222 3140 

2.2588 

5086 

2.6523 3524 

3.6483 8110 

5.0031 8854 

6.8405 6938 

34 .... 

1.9606 7603 

2.3153 

2213 

2.7319 0530 

3.7943 1634 

5.2533 4797 

7.2510 2528 

35 

1.9998 8955 

2.3732 

0519 

2.8138 6245 

3.9460 8899 

5.5160 1537 

7.6860 8679 

36 

2.0398 8734 

2.4325 

3532 

2.8982 7833 

4.1039 3255 

5.7918 1614 

8.1472 5200 

37 . 

2.0806 8509 

2.4933 

4870 

2.9852 2668 

4 .2680 8986 

6.0S14 0694 

8.6360 8712 

38 .. 

2.1222 9S79 

2.5556 

8242 

3.0747 8348 

4.4388 1345 

6.3854 7729 

9.1542 5235 

39 

2.1647 4477 

2.6195 

7448 

3.1670 269S 

4.6163 6599 

6.7047 5115 

9.7035 0749 

40. . 

2.20S0 3966 

2. 6850 

6384 

3.2620 3779 

4.8010 2063 

7.0399 8871 

10.2857 1794 
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D. AMOUNT OF AN ANNUITY (IF RENT IS 1) ( Continued ) 
(! + />-! 


Periods 

2% 

24 % 

3% 

4% 

5% 

6% 

1 

1.000 

0000 

1.000 

0000 

1.000 0000 

1.000 0000 

1.000 0000 

1.000 0000 

2 

2.020 

0000 

2.025 

0000 

2.030 0000 

2.040 0000 

2.050 0000 

2.060 0000 

3 

3.060 

4000 

3.075 

6250 

3.090 9000 

3.121 6000 

3.152 5000 

3.183 6000 

4 

4.121 

6030 

4.152 

5156 

4.183 6270 

4.246 4640 

4.310 1250 

4.374 6160 

5 

5-204 

0402 

5.256 

3285 

5.309 1358 

5.416 3226 

5.525 6313 

5.637 0930 

6 

6.308 

1210 

6.387 

7367 

6.468 4099 

6.632 9755 

6.801 9128 

6.975 3185 

7 

7.434 

2834 

7.547 

4302 

7.662 4622 

7.898 2945 

8.142 00S5 

8.393 8377 

8 

8.582 

9691 

8.736 

1159 

8.892 3361 

9.214 2263 

9.549 10S9 

9.897 4679 

9 

9-754 

6284 

9.954 

5188 

10.159 1061 

10.582 7953 

11.026 5643 

11.491 3160 

10 

10.949 

7210 

11.203 

3818 

11.463 8793 

12.006 1071 

12.577 8925 

13.180 7949 

11. ... 

12.168 

7154 

12.483 

4663 

12.807 7957 

13.486 3514 

14.206 7872 

14.971 6426 

12 

13.412 

0897 

13-795 

5530 

14.192 0296 

15.025 8055 

15-917 1265 

16.869 9412 

13 

14.680 

3315 

15.140 

4418 

15.617 7905 

16.626 8377 

17.712 9829 

18.882 1377 

14 

15.973 

9382 

16.518 

9528 

17.086 3242 

18.291 9112 

19.598 6320 

21.015 0659 

15 

17-293 

4169 

17-931 

9267 

18.598 9139 

20.023 5876 

21.578 5636 

23.275 9699 

16 

18.639 

2853 

19-380 

2248 

20.156 8813 

21.824 5311 

23-657 4918 

25.672 5281 

17 

20.012 

0710 

20.864 

7305 

21.761 5877 

23.697 5124 

25-840 3664 

28.212 879S 

18 

21.412 

3124 

22.386 

3487 

23.414 4354 

25.645 4129 

28.132 3847 

30.905 6526 

19 

22.840 

5586 

23.946 

0074 

25.116 8684 

27-671 2294 

30.539 0039 

33.759 9917 

20 

24.297 

3698 

25.544 

6576 

26.870 3745 

29-778 0786 

33.065 9541 

36.785 5912 

21 

25.783 

3172 

27.183 

2741 

28.676 4857 

31.969 2017 

35.719 2518 

39.992 7267 

22 

27.298 

9835 

28.862 

8559 

30.536 7803 

34.247 9698 

38.505 2144 

43.392 2903 

23 

28.844 

9632 

30.584 

4273 

32.452 8837 

36.617 8886 

41.430 4751 

46.995 8277 

24 

30.421 

8625 

32.349 

0380 

34.426 4702 

39.082 6041 

44.501 9989 

50.815 5774 

25 

32.030 

2997 

34.157 

7639 

36.459 2643 

41.645 9083 

47.727 0988 

54.864 5120 

26 

33.670 

9057 

36.011 

7080 

38.553 0423 

44.311 7446 

51.113 4538 

59.156 3827 

27 

35-344 

3238 

37.912 

0007 

40.709 6335 

47.084 2144 

54.669 1265 

63.705 7657 

28 

37.051 

2103 

39-859 

8008 

42.930 9225 

49.967 5830 

58.402 5828 

68.528 1116 

29 

38.792 

2345 

41.856 

2958 

45.218 8502 

52.966 2863 

62.322 7119 

73-639 7983 

30 

40.568 

0792 

43-902 

7032 

47.575 4157 

56.084 9378 

66.438 8475 

79.058 1862 

31 

42.379 

4408 

46.000 

2707 

50.002 6782 

59.328 3353 

70.760 7899 

84.801 6774 

32 

44.227 

0296 

48.150 

2775 

52.502 7585 

62.701 4687 

75-298 8294 

90.889 77 SO 

33 

46.111 

5702 

50.354 

0345 

55.077 8413 

66.209 5274 

80.063 7708 

97.343 1647 

34 

48.033 

8016 

52.612 

8853 

57.730 1765 

69.857 9085 

85.066 9594 

104.183 7546 

35 

49-994 

4776 

54.928 

2074 

60.462 0818 

73-652 2249 

90.320 3074 

111.434 7799 

36 

51-994 

3672 

57.301 

4126 

63.275 9443 

77.59S 3139 

95.S36 3227 

119.120 8667 

37 

54.034 

2545 

59.733 

9479 

66.174 2226 

81.702 2464 

101.628 1389 

127.268 1187 

38 

56.114 

9396 

62.227 

2966 

69.159 4493 

85-970 3363 

107.709 5458 

135-904 2053 

39 

58.237 

2384 

64.782 

9791 

72.234 2328 

90.409 1497 

114.095 0231 

145.058 45S1 

40 

60.401 

9832 

67.402 

5535 

75.401 2597 

95.025 5157 

120.799 7742 

154.761 9656 
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A 

Abatements 
property taxes, 465-66 
special assessments, 293 
Accounting, cost 

by allocation or apportionment, 656 
cost analysis, 655 
for hospitals, 655 

for nonprofit-seeking entities, 655-63 

job cost sheet, 661 

job order, 660 

for office operations, 662 

process, 660 

purpose of, 655 

standard cost, 660-61 

uses of, 655 

Accounting, governmental; see also Fund 
accounting 

characteristics of, 3, 6 
federal, 519-621 
improvement of, 1 
Accounts 

budgetary, described, 6, 43 
chart of 

capital fund, 573-74 
expenditures, 105-7 
federal aid fund, 572 
revenue, 81-82 
nominal, described, 6 
proprietary, described, 6 
real, described, 6 
Accounts payable, 419 
Accounts receivable, utilities, 359-61 
Accrual basis 
described, 6-7 
modified, described, 7 
purpose of, in governmental account- 
ing, 7 

Accrued expenditures, definition, 602 
Accrued expenses, 418-19 
Accrued interest, purchase of, 215-16 
Accumulation 
defined, 205 

schedule of, for sinking funds, 167-68 
scientific, 208-10 
straight line, 206-8 

Acquisition adjustment, utilities, amorti- 
zation of, 363-64 
Activity, defined, 1 01 
Ad valorem taxes, 75, 452 


Agency fund 
accounting for, 192-93 
characteristics of, 190 
described, 5, 190 
hospitals, 624 
for taxes, 475-76 

Allocation or apportionment of costs, 
methods of, for hospitals, 656 
Allotments 

federal, definition of, 602 
municipal, definition of, 34 
American Hospital Association, 656-57 
American Institute of Certified Public 
Accountants, 98, 228, 236, 265, 344, 
376, 449-50, 493, 494 
American Water Works Association, 

347 

Amortization 
defined, 205 
schedules, 207-8 
scientific, 208-10 
straight line, 206-8 

utility acquisition adjustment, 363-64 
Applied overhead, 656 
Appropriations 
additional, 34 

general and special revenue funds, 

44, 113-15 

recording of, in general funds, 32, 113- 
15 

reduction of, 32 

special assessment funds, 267-68 

unallotted, 34 

Association of School Business Officials 
of the United States and Canada, 549 
Audits 

by governmental auditors, 682-86 
objectives of, 682, 684 
report of, 684-86 
by independent CPA’s, 681-82 
report of, 682-83 
necessity of, 681 

B 

Balance sheets; see also references to 
various types of funds 
combined, 509-14 
columnar, 509-10 

comparison of columnar and verti- 
cal, 510 
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Balance sheets — Cont. 
combined— Com. 
fund, 509 

interfund accounts in, 5)3-14 
vertical, 5)0 
Bank reconciliation, 534 
Benefit district, described, 275 
Bond funds; see Capital projects funds 
Bond interest and retirement, jn budgets, 
27; see also General long-term 
debt group 
Bonds 
callable, 430 
general, 429 

general special assessment, 273-74 
serial, 429 

special assessment, 373-74 
special-special assessment, 374 
term, 429 

Borrowing power; see Debt margin 
Budget 
described, 12 

federal conrent by lav/, 598-99 
needs served by, 13-15 
review, 23 
summary, 24-27 
Budget calendar, 18 
Budgetary accounts, 6 
Budgetary administration, 28 
Budgeting, basis for, 18-19 
Budgeting capital expenditures, 25-28 
Budgeting operating expenditures, 22-25 
Budgeting revenues, 19-22 
Budgets 
adoption, 28 
amendment, 32, 34 
hospitals, 636-37 
other funds, 35-34 
performance, 12, 15 
program, 12-13 
recording, 31-32 
reports, monthly, 32 
Buildings 

depreciation of, 199-200 
general fixed assets, 384-87 
as investments, 199 
Burden; see Overhead 
Bureau of the Budget, director’s respon- 
sibilities, 598-99 

C 

Calendar, budget, 18 
Capital projects funds 
accounting for 
general outline, 131-35 
sale of bonds at premium or dis- 
count, 135-37 
summary of, 13.5 


Capital projects funds— Cons. 
bond funds, similarity to. 129-53 
closing entries, 340-43 
financial statements for 
balance sheet, 341-42, 143 
cash receipts and disbursements. 

statement of. 144-45 
change in fund balance, analysis 
(statement) of, 142-43, 344 ' 
comparative, not applicable, 145 
general nature of. 129-30 
legal requirements, 130-31 
multiple-period and multiple-project, 
337-39 

retained percentage, 134-37 
Cash 

adequate accounting, requirements for, 
522-23 

custody and protection of, 527-29 
disbursements, 530-31 
forecasting of positions, 534-34 
procedures and accounting, 522-44 
receipts 

accounting for, 523-24 
classification by fund, 524-27 
(low chan, 524-25 
records, 529-30 

reports, other, requirements, 532-33 
shortages and overages, 530 
statements, 531 
Character, meaning of, 104-5 
Chart, of accounts 
capital fund, 573-74 
expenditures, 105-7 
federal aid fund, 572 
hospitals, 624-27 
revenue, 81-82 
Classification 
by activity, 101-2 
by character, J 04—5 
by function, 100-101 
by fund, 100 

general fund expenditures, 105-7 
general fund revenues, 81-82 
by object, 102 

by organizational unit, 103-4 
“Clean surplus" policy, 355 
Clearing accounts, 350-51 
Codes 

expenditure accounts, 105-7 
numerical, 82 
revenue accounts, 81-82 
significant digits system, 81 
Coding; see Codes 
Collections 
forced 

special assessments, 277-81 
taxes, 476-79 
normal, taxes, 45 



Index 


751 


Collections — Cojit. 
for other agencies, 47(5-79 
utilities, accounting for, 360 
Combined balance sheets, 509- H 
Commercial and governmental account- 
ing compared, 6-7 

Commissioners of the Sinking Fund, 
Louisville, Kentucky, 156 
Comparison of governmental and com- 
mercial accounting, 6-7 
Composite 

tax collections, 472-76 
tax rates, 472-73 
Comptroller General 
audits by, 681, 684 
responsibilities of, 596-97 
Cost accounting; see Accounting, cost 
Cost analysis 
definition, 655 
for hospitals, 655-61 
worksheet, 658-59 
Costs 
direct 

definition, 655 
in hospital funds, 655-56 
full 

definition, 656 
in hospitals, 656 
indirect 

in hospital funds, 656 
for unit cost accounting, 662 
Current fund; see General funds 
Customers’ deposits, 328-29 
Cycle 

accounting, general fund, 45-54 
billing and accounting, utilities, 359 

D 

Data, tax, 483-84 
Debt 

limitation, 437, 439-40 
long-term, 427-42 
margin, 439 
overlapping, 439-40 
short-term, 417-57 
statements of 

annual bond interest and redemp- 
tion requirements, 436 
bonded indebtedness, 434 
changes in long-term, 441 
direct and overlapping, 441 
general long-term (bonded) debt 
and interest, 434 
legal debt margin (borrowing 
power), 440 

ratio of net bonded debt to assessed 
value and net bonded debt per 
capita, 437-38 


Debt burden, 437-38 
Debt limitation, 437-39 
Debt margin, 439—50 
Debt service funds, 154-88 
accounting procedures, summary of, 
156-57 

combinations of, 176-78 
balance sheet, 176-77 
debt refunding, 157-58 
financing of, 156 
present status of, 1S0-8I 
purpose of, 154-56 
serial bonds and interest, funds for 
servicing 

financial statements for, 161-63 
balance sheet, 162 
revenues, expenditures, and fund 
balance, statement of, 162 
generalizations about, 160 
illustrative accounting for, 158-60 
serial and term bonds, 156-57 
sinking funds, successors to, 154 
special transactions, 175-76 
term bonds and interest, funds for 
servicing 

accounts of sinking funds, 165-66 
accumulation schedule, 167-68 
assets, sinking fund, 165 
characteristics of, 163 
illustration, more advanced, 272-73 
illustrative entries, 168-72 
operations, sinkimj fund, planning, 
166-67 

revision of, 178-80 
statements, other, 173-74 

cash receipts and disbursements, 
174 

revenues, expenditures and fund 
balance, 174 

summary' of operations, 164-65 
Deferred credits, utilities, 354 
Depreciation 

federal accounting, 604 
illustrated, 607-8 
Detroit, Michigan, 482, 484-85 
Direct costs 
definition, 655 
in hospital funds, 655-56 

E 

Educational institutions; see Public 
schools 

Eminent domain, 315 
Encumbrances 
described, 44 
documents, 109, 111 
prior year’s, 58 . 
routine accounting for, 46 
unobligated, end of period, 57-59 
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Enterprise funds, 314-82 
acquisition adjustment, amortization 
of, 363-64 

adjusting entries, 321-23 
balance sheer items, comments on 
clearing accounts, 350-51 
contributions, 355 
current and accrued assets, 352-53 
deferred credits, 354 
depreciation allowances or accumu- 
lations, fixed assets, 351-52 
fixed assets or plant and equipment, 
348, 350 
liabilities, 

current and accrued, 353-54 
fixed, 353 
reserves, 354-55 
retained earnings, 355-5(5 
secondary asset groups, 353 
characteristics and features of, 314-15 
charges, adjustment of, 3(11 
closing and post-closing entries, 325 
collections, accounting for, 360-61 
fixed assets, depreciation of, 3(52—63 
income and expense accounts and 
statements 
forms of, 35(5-58 
general nature of, 356 
illustrated, 357 

initial financing and acquisition, ac- 
counting for, 3 16—20 
initiation of, 315-16 
operating expenses, 362 
operating revenue deductions, 361 
revenue, accounting for, 358-59 
routine operations, accounting for, 
320-21 

scope of, 314 

secondary groups of accounts 
construction fund group, 330-33 
customers' deposits group, 328-39 
listed, 326 

pension fund group, 330 
replacement fund group, 329-30 
sinking fund group, 326-28 
statements 

balance sheet, 326, 349-50 
income and expense, 325 
taxes, 364-65 

utility net income, disposition of, 365- 
66 

Expenditures, accrued, definition of, 602 

F 

Federal accounting policies (Public Law 
784), 595-96 

Federal Power Commission, 318, 348, 

362, 364 


F.I.C.A. (Federal Insurance Contribu- 
tions Act) raxes, 426 
Fines and forfeits, 79-80 
fixed assets, 383-416; see ah n General 
fixed assets 

basis of accounting for, 385-86 
buildings and improvements other than 
buildings, 386-87 
classification of, 383-84 
construction (work) in progress, 388 
cost, 378-84 

after acquisition, 389-90 
reduction of, 389-91 
detailed property accounts, 396-98 
equipment; (see machinery and 
equipment) 
general, 391-403 
accounting, 392-95 
changes in, 402 
described, 392 
disposals of, 395-96 
statement of, 393, 400-401 
land, 386 

machinery and equipment, 387-88 
reason for lack of attention to, 3S3 
sources of acquisition, 3S4-S5 
statement of, 400 
Formula, tax rate, 457-58 
Full costs 
definition, 656 
in hospitals, 656 

Full faith and credit bonds, 273, 429 
Fund accounting; see also Accounting, 
governmental 
federal 
purpose, 600 

types of funds used, 600-602 
deposit, 602 
general, 601 
management, 601 
revolving, 601 
special, 601 
trust, 601-2 
trust revolving, 602 
meaning of term, 3-4 
Fund balance, meaning of, 55-56 
Funds 

standard types of 
agency, 5, 190, 192-93, 475-76, 624 
capital projects, 4, 129-53 
dent service, 4, 154-88 
enterprise, 5, 314-S2 
general, 4, 43-12S 

inrragovcmmcntal service, 5, 238-66 
special assessment, 5, 267-313 
special revenue, 4 
trust, 5, 189-92, 193-237 
summary of, 4-5 
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interest and penalties receivable on prop- 
erty taxes 

accounting for, 464-65 
revenue classified as “taxes,” 75 
statement of, 4S3, 4S9 
statement of changes in, 4S5, 4S9 
Interest charged to construction, 352-53 
Interest expense 

enterprise funds, 332-33 
special assessment funds, 296-98 
Interfund borrowing, 5 02 
Interfund transactions 
nature of, 501 
typical, summary of, 502-9 
initiated by creditor fund, 502-5 
initiated by debtor fund, 505-6 
nor involving debtor-creditor rela- 
tionships, 506-9 

Intergovernmental revenue, 77-78 
Interim financing 
capital projects funds, 139 
special assessment funds, 271-73 
Intragovernmental service (IGS) funds, 
238-66 

activities of, 238 
adjusting entries, 249 
balance sheet, 243, 251 
budgetary accounts, omission of, 241— 
42 

characteristics, 238-39 
closing entries, 250, 252 
cost indirect, basis for distributing, 
246-47 

depreciation of fixed assets, 239 
dissolution of, 252-53 
fixed assets in, 239 
fund balance, 241 

garage sendee fund, entries and state- 
ments, 247-52 

illustrative entries, 242-44, 247-50 
operating costs, accounting for, 245-46 
operations, statement of, 251 
origination of, 239-41 
overhead, 244-45 

retained earnings, statement of changes 
in, 252 

revenue and expense accounts, 239 
revenue and expense statements, 251 
stores fund 
balance sheet, 243 
entries for, 242-44 
Inventories 
fixed assets, 399-400 
materials and supplies, reserve for, 56-57 
Investments 
accounting for, 203-4 
discount or premium recorded sepa- 
rately from par value, 212-13 
forms of, 203 
permanent, 204-6 


Investments — Com . 
pooled investments, accounting for, 
220-22 

premium, amortization of, 205-10 
purposes of, 203 

reserve for realized gains and losses on, 
221 

subsidiary records for, 222-23 
temporary, 203 

undistributed pool income on, 221 

J 

Job cost sheet, 661 
Job order cost accounting, 660 
Joint Financial Management Improve- 
ment Program, 596 
Judgments payable, 423-24 

K 

Kansas City, Missouri, 481, 488 

L 

Land 

described, 386 
ledger, 398 

Law, influence in governmental account- 
ing. 3 

Ledgers 

expenditures, 113, 114-15 
fixed assets, 397-98 
investments, 222-23 
revenue, 83-84 
special assessments, 276-77 
tax, 463 

Levy, tax, recording, 45 
Liabilities, 417-51 

importance of, in governmental ad- 
ministration, 417 
long-term debt, 427-34 
annual bond interest and redemption 
requirements, 436 
bonds payable 
conditions of payment, 429 
purposes of issuance, 427 
security for, 428-29 
statement of, 435 

changes in general long-term debt, 
statement of, 441 

debt authorized but unissued, state- 
ment of, 440 
debt limitation, 437, 439 
general fixed assets and general 
bonded debt, statement of, 442 
general long-term debt and interest 
group, 5, 430-34 

entries for long term debt prin- 
cipal, 431-32 

long-term interest requirements, 
432-33 

statement of condition, 433-34 
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Liabilities— Con/, 
long-term deb x—Cont. 
legal debt margin, statement of, 440 
notes payable, 427 
overlapping debt, 439-41 
statement of, 441 

statement of debt burden, 437-38 
Short-term, 417-27 
accounts payable, 419-23 
accrued expenses, 418-19 
cash overdrafts, 417-18 
contracts payable, 426 
judgments payable, 423-24 
notes payable, 424-24 
other short-term liabilities, 426-27 
vouchers payable, 419-21 
voucher system described, 419-21 
warrants payable, 421-23 
withholding liabilities. 426 
Licenses and permits, 76-77 
Liens, tax 

statement of. 483, 487, 490 
statement of changes in, 487. 490 
Long-term (bonded) debt and interest, 
general; see Liabilities 

M 

Meter deposits, 328-29 
Miscellaneous revenue. 80-81 
Monroe County, 360-61 
Municipal Finance, I; see also questions 
and problems at aids of chapters 
Municipal Finance News Letter, 1 
Municipal Finance Officers Association 
of the United States and Canada, I, 
347 

N 

National Association of Railroad and 
Utility' Commissioners, 347 
National Committee on Governmental 
Accounting, 2, 4, 5, 6, 63, 73, 92-93 
102, 104, 131, 225, 268, 281, 3S1, 403, 
482, 560 

New York, state of. Department of Audit 
and Control, Division of Municipal 
Affairs, 549 

New York, state of. Public Service Com- 
mission, 348, 362 
Nominal rate, 206-7 
Nonactuarial sinking funds, 163 
Nonexpendable trust funds, 191 
Nongovernmental uses of trust funds, 
225 

Nonprofit entities published reports; see 
Reports, published 
Notes payable 

bond anticipation, 139, 271-73 
tax anticipation, 47, 425 


O 

Object, classification by, 102 
Obligation, federal definition, 602 
Operating clearance, 50 
Operating fund: see General fund 
Operating revenue deductions, utilities, 
361 

Operating revenue, utilities, 358-59 
Operations, statement of; sec Income and 
expense statements 
Overhead 
applied, 656 

basis for distributing, 662 
portion of job order costs, 650 
Overlapping debt, 439-41 
Original cost, utilities, 318 

P 

Pension funds, 225 
Performance budget, 12, 15 
Personnel, influences of, on governmental 
accounting, 7 

Planning-programming-budgcting sys- 
tem, 599, 600 

Plant acquisition adjustment, amortiza- 
tion of, 363-64 
Premium 

on bonds issued, 135-36 
on investments, 
amortization, 203 
schedule, 207-9 
scientific, 208-10 
straight line, 206-7 

recording separately from par value, 
212-13 

Process cost accounting, 660 
Property- 

assessment procedures, 453-54 
classification of, for tax purposes, 453- 
54 

Property accounts 

arrangement of, in ledger, 398-99 
detailed or subsidiary', 396-98 
Property tax accounting, special features 
of, 452-500 
Property taxes 

abatements, entries for, 465-66 
collection of 

forced, entries for, 476-80 
normal, entries for, 466-68 
collections, miscellaneous, entries for, 
469-72 

in advance (prepaid), 469 
discounts on, entries for, 468-69 
estimating requirements, 454-56 
levy of, recording, 462, 464-65 
nature of, 452 

proceeds, distribution of, 472-76 
rates 

composite, 472-73 
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Property taxes— Cent, 
rates — Cont. 

charged, notification of, 460-61 
determination of, 456-58 
ledger, 462, 463 
publication of, 458-59 
rolls, 459, 462 
statements, various 
changes in taxes receivable, 483, 488 
interest and penalties receivable, 483, 
4S9 

interest and penalties receivable, 
changes in, 483, 489 
other, 489 

properties, assessed value and esti- 
mated true value, 481-82 
tax levies and collections, 482-83, 486 
tax rates and tax levies, 482, 484-85 
taxes receivable, 483, 487 
tax agency fund, 474-76 
tax sale certificates (tax liens) 
accounting for, 478-80 
in financial statements, 480 
statement of (tax liens receivable), 
481, 490 

statement of changes (tax liens re- 
ceivable), 487, 490 
Proprietary accounts, 6 
Public improvement funds; see Special 
assessment funds 

Public Law 784 (Federal government ac- 
counting policies), 595-96 
Public schools, accounting for, 547-94 
account groups, 
long-term asset, 554, 518-79 
long-term debt and interest, 554, 579 
expenditure accounts, purposes, 550 
expenditures 
classification of, 550 
measuring effectiveness of, 579-80 
fund structures 
capital (capital projects), 553 
debt service, 553 
general and special revenue, 553 
trust and agency, 553-54 
working capital, revolving or intra- 
govemmental service, 553 
importance of, in governmental ac- 
counting, 547 
literature of, 548-50 
meaning of “public schools”, 547 
nature of. 548 

procedures, accounting and reporting 
capital (capital projects) fund 
account titles, explanation of, 575 
budgetary entry, 574 
chart of accounts, 573-74 
dissolution of, 575-76 
project basis, 573 
purposes of, 572-73 


Public schools — Com. 
procedures — Com. 
debt sendee fund applicability to 
school systems, 576 
general fund 
account titles, 557-59 
adjusting entries, 563, 564 
balance sheet, 565-66 
basic entries, 555-57 
cash receipts and disbursements, 
566, 567 

changes in fund balance, state- 
ment of, 566, 567 
closing entries, 565 
expenditures statements, 568-69 
illustrative problem, 559-69 
revenue statements, 567-68 
intragovcmmental sendee fund 
adjusted trial balance of (transpor- 
tation fund), 577 
use by school systems, 576-77 
special revenue funds 
balance sheet (school lunch fund), 
570 

federal aid fund 
chart of accounts, 572 
purposes and characteristics of, 
571 

uses of, 570-71 

trust or agency fund, uses of, in 
school system, 577-78 
purposes of, 548 
receipts; see revenue 
revenue accounts, purposes of, 551 
revenues, classification of, 551-52 
Purchase order, uses of, 108-10 

R 

Rate 

effective, 207 
nominal, 207 
yield; see effective 
Real estate, in trust funds, 218 
Rebates 

property taxes, 465-66 
special assessments, 292-94 
Receipts, miscellaneous, 59-60 
Reconciliation 
bank, 534 
cash, 534 
Registers 
voucher, 421 
warrant, 422 

Rehnstrom, Vernly H., 363 
Reports, published 
governmental 

legal requirements, 672 
municipal financial 
criteria for judging, 673-74 
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Reports— Com. 
governmental — Coin. 

P , , . - * t r* 

municipal financial — Coni . 
illustrative, 674-77, Illustrations 
22-1. 22-2, and 22-3 
necessity for audit, 681 
position of National Committee on 
Governmental Accounting on, 
672 

illustrative, 678-80 

nonprofit entities, criteria for judging, 
674, 678 

necessity for audit, 681 
Revenue, miscellaneous, 80-81 
Replacement fund, utilities, 329-30 
Reports 

expenditures, 1 15—19 
interim, 117 
terminal, 117-19 
revenues, 88-91 
Reserves for 
appropriations of 
fund balance, general fund, 56-57 
retained earnings, utilities, 327-28, 
354-55 

realized gains and losses, 221 
replacement, 329-30 
uncollected (unrealized) taxes, 75-76 
Retirement of fixed assets, utility, 352 
Revenue accounting, general fund, 71-99 
classifications 

charges for services, 78-79 
fines and forfeits, 79-80 
intragovemmental, 76-77 
licenses and permits, 76-77 
miscellaneous, 80 
other, 80-81 
taxes, 75-76 

collecting, 45, 466-72, 476-80 
definition, 71 

Revenue ledger accounts, 83-84 
Revenue statements, 88-91 
Rolls 

special assessment, 274-77 
tax, 461 

Revolving funds; see Intragovemmental 
service funds 

S 

Sales tax, 476-80 
Schools; see Public schools 
Secondary groups of accounts, utilities 
325-33 

Serial bonds, 429 

Sinking fund group, utilities, 326-28 
Sinking funds; see Debt service funds 
Social Security taxes; see F.T.C.A. taxes 
Special assessment funds, 267-313 
analysis (statement) of changes in fund 
balance, 292 _ ... 


Special assessment funds — Com. 
assessment sale certificates. 2*9-co 
assessments, accounting for, 275-77 
balance sheet, 286, 290 
bonds, features of, 273-74 
cash accounts, 274-75 
cash receipts and disbursements, state- 
ment of, 291-92, 298-300 
changes in approved procedures, 268- 

679 

closing entries, 284-85 
comparison of installments svith bonds 
and interest, 301 
deficits, construction, 295 
described, 5 

forced collections, 277-81 
interest, income and expense, trans- 
actions, 296-98 
interim financing, 271-73 
ledger, 275-77 

operation, general plan of, 269-71 
purposes, 267 
rebates, assessment, 292-94 
regulations, 267-68 
rolls, 245-77 

supplemental assessments, accounting 
for, 295-96 
termination, 300-302 
transactions and entries 
first year, 281-84 
second year, 287-90 

Special funds or special revenue funds, 4 
Statements; see references to various 
kinds of funds or to other topics to 
which the statement may be related 
Stores fund, 246-47 
Subsidiary records 

expenditures, 113, 114-15 
fixed assets, 397-98 
investments, 222-23 
revenues, 83-84 
special assessments, 276-77 
taxes receivable, 463 

T 

Tannery, Fladger F., 242 
Tax agency fund, 474-76 
Tax anticipation notes payable, 47, 425 
Tax bills, preparation and mailing of, 
466-67 

Tax data, 483-S4 

Tax proceeds, distribution of, 480-81 
Tax rates and tax levies, statement of, 
460-61 

Tax rolls, 459. 462 
Tax sale certificates 
accounting for, 478-80 
uncollectible provisions 
accounting for, 479 
in financial statements, 480 
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Tax sales, 477-79 
Taxes 

ad valorem, 452 
as expense of utilities, 364-65 
paid (collected) in advance, 469 
prepayments, 469 
as revenue, 75-76 
uncollected or unrealized, 75-76 
uncollectible, 470-71 
Taxes, property; see Property taxes 
Taxes receivable, 464-79; see also Prop- 
erty' taxes 
Term bonds, 429 
Terminology’, 694-737 
Tidwell, Sam B., 549 
Treasurer’s cash statement, 531-32 
Treasury’, Secretary’ of, responsibilities, 
597-98 

True value, estimated, 481 
Trust funds, 189-238 
accounting for, 193-94 
classification of 
as to beneficiaries, 190-92 
as to expandability, 190-92 
closing entries, 196-98 
depreciable fixed assets, 199-200 
illustrative entries for, 194-96 
investments, accounting for, 203-11 
adjusting entries for income, 214-15 
amortization explained 
scientific, 208 
straight line, 206-8 
discount and premium, recorded 
separately’ from principal, 212— 
14 

income on bonds, accounting for, 
211-12 

nongovernmental uses of, 225 
pension and retirement funds, 225 
permanent, 204-6 
pooled, accounting for, 220-22 
purchase of accrued interest, 215-16 
purchase between interest dates, 
210-11 

purposes of ownership, 203 
statements of, 223-25 
subsidiary’ records for, 222-23 
operating funds for trust income, 198- 
99 

statements 
balance sheet, 200 

cash receipts and disbursements, 
201-2 

combined, 202-3 

fund balance, statement of changes 
in, 201 


Trust funds — Coin. 
statements — Com. 

income and expenses, statement of 
202-3 

uses of, 189-90 

U 

Unaudited vouchers, 419 
Unallotted appropriations, 34 
Uncollected taxes, accounting for, 75-76 
Uncollectible taxes, accounting for 
as expenditures, 45, 470 
as revenue deductions, 45 
Undistributed pool income, 221 
Unencumbered appropriations, 57 
Unit cost accounting, 662-6 
Unit costs 

need for interpretation of, 663 
use of, 662 

United States Department of Health, 
Welfare and Education, Office of 
Education, 549, 550, 551, 582 
Utility' acquisition adjustment, amortiza- 
tion of, 363-64 

Utility’ funds; see Enterprise funds 
Utility’ plant 
not in service, 348 
in service, 348 

V 

Value 

book or carrying, 205, 206 
estimated true, 481 
Voucher form, 420 
Voucher register, 421 
Voucher system, 419-21 
use in controlling cash disbursements, 
531 

Vouchers payable, 419 
Vouchers, unaudited, 419 

W 

Warrants payable, 421-23 
variations in accounting for, 421-23 
Warrant register, 422 
Withholding liabilities, 426 
Work orders, 348-50 
Work in progress 

general fixed assets, 383, 388 
utilities, 332-33 

Work unit, basis of, for office operations, 
662 

Working balance, 455 
Working capital funds; see Intragovcm- 
mental service funds 

Y 

Yield rate, 207; see also Rate, effective 
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